Producer services development and trade : Malaysia and ASEAN in the Uruguay Round by Universiti Malaya et al.
Malaysia and A SEAN 
in the Uruguay Round 
ARCH IV ei Ling 
94170 
t0RC - Lib 
rN- 
1-4 
PRODUCER SERVICES DEVELOPMENT AND TRADE 
Malaysia and ASEAN in the Uruguay Round 
PRODUCER SERVICES 
DEVELOPMENT AND TRADE 
Malaysia and ASEAN in the Uruguay Round 
Sieh Lee Mei Ling 
V,, 
Producer Services Research Project 
Faculty of Economics and Administration 
University of Malaya 
and 
International Development Research Centre of Canada 




Sun U Book Co. Sdn. Bhd. 
Lot 4, Jalan 13/6A 
46200 Petaling Jaya 
Selangor Darul Ehsan 
Malaysia 
Published by: 
Producer Services Research Project 
Faculty of Economics and Administration 
University of Malaya 
59100 Kuala Lumpur 
Malaysia 
and 
International Development Research Centre of Canada 
Regional Office for South East and East Asia 
7th Storey, RELC Building 
30 Orange Grove Road 
Singapore 1025 





List of Tables xiii 
INTRODUCTORY SUMMARY 1 
CHAPTER 1 THE NEED TO STUDY SERVICES DEVELOPMENT 18 
The Changing Role and Emerging Trends of Services 18 
Services in ASEAN Economies 23 
Objectives, Scope and Approach Taken 30 
Concepts, Definitions and Classifications of Services 33 
CHAPTER 2 PROFILE AND PERFORMANCE OF 39 
SERVICE PRODUCERS 
Survey of Intermediate Service Producers in Malaysia 39 
Profile of Services Firms Surveyed 45 
Recent Performance 59 
CHAPTER 3 MANAGEMENT PRACTICES AND 68 
CONCERNS OF SERVICE PRODUCERS 
Financing Producer Services Businesses 68 
Marketing of Producer Services Products 76 
Service Operations and Service Delivery Systems 87 
Human Resources and Personnel Conditions 104 
CHAPTER 4 GOALS, STRATEGIES AND FUTURE DIRECTIONS 115 
Objectives of Producer Services Firms 116 
Strategies and Priorities 119 
The Next 5 Years 131 
Assistance and Hindrances in The Economic Environment 141 
CHAPTER 5 COMPETITIVENESS OF INTERMEDIATE 155 
PRODUCER SERVICES: DOMESTIC, 
REGIONAL AND INTERNATIONAL 
Three Case Industries of ASEAN 155 
Market Structure, Domestic Competition and Recent Trends: 157 
Market Research, Advertising and Accounting 
Trade in Services - Regional and 165 
International Competitiveness 
CHAPTER 6 TRADE BARRIERS AND TRADE POSSIBILITIES 171 
Barriers to Trade 171 
Developing Producer Service Industries and 175 
Increasing International Competitiveness 
CHAPTER 7 POLICY IMPLICATIONS AND CONCLUSIONS 183 
Policy Recommendations for the 183 
Development of Services Production Units 





Occasionally, a research project goes well beyond the expectations of those 
undertaking it, and those who may be involved in providing contributions 
or support. In November, 1987, the International Development Research 
Centre sponsored an ASEAN workshop aimed at identifying important 
research needs in the services sectors. It was intended that several 
coordinated country studies would follow and, in retrospect, it is un- 
fortunate that only the Malaysian study took shape and commenced. It 
is nevertheless a tribute to the foresight of Dr Sieh Lee Mei Ling, and to 
the insight of Elwood Pye and David Glover of IDRC, that the project on 
Producer Services in Malaysia was launched late in 1988. 
As the study progressed, the demand for research and policy develop- 
ment intensified, particularly with respect to trade in services and the 
troubled progress of the Uruguay Round. From the outset, the work of 
Dr Sieh and her colleagues at the University of Malaya has been 
characterized by careful design, methodological thoroughness, analytical 
acumen and a sharp eye for policy issues and implications. These 
qualities have not escaped other policy-making and research-supporting 
institutions, and it is not surprising that Dr Sieh has been engaged in 
parallel research focusing on issues of trade in services. One particularly 
important forum for this work was Dr Sieh's paper on "Professional 
Business Services in the ASEAN and the Uruguay Round Trade 
Negotiations", published in UNCTAD's volume on Services in Asia and 
the Pacific: Selected Papers, a revised version of which is included as two 
chapters of this volume. 
In the contexts of services development in Malaysia, ASEAN and 
regional trade deliberations and international trade negotiations, the basic 
research on producer services in Malaysia, as set out in detail in this book, 
will undoubtedly have an ongoing value - both for its own content, and 
for the conceptual framework and methodology developed. In this and 
other publications, Dr Sieh has already extended her work, to some 
vii 
degree, to other ASEAN countries, and appears likely to be under 
continuing pressure to take on additional studies. IDRC is delighted to 
have been involved in this project, and particularly pleased that it has 
complemented related research and policy development efforts. No area 
of research or development can escape the pressure for greater effective- 
ness of resource use, and I would add a personal note of appreciation to 
Dr Sieh for demonstrating the extent to which a combination of research 
quality and research linkages can meet the aims of effectiveness, 
utilization and impact. 
W.R. Spence 
Economic Policy Program 
International Development Research Centre 
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PREFACE 
This study attempts to enhance our understanding of the services sector 
by generating primary data on producer services firms in the ASEAN 
region. Empirical issues that impinge upon the operation and marketing 
systems of service producing units engaged in intermediate services 
purchased by other producers are gathered through a sample survey 
conducted in one of the ASEAN countries, namely Malaysia. As an effort 
in fostering development of such services, whose pivotal role in the 
economy is increasingly recognized, the profile, goals, strategies, 
competitive priorities, operational concerns and future directions of. the 
sample are examined along with the policy environment in which the 
firms operate. In addition, the market structure and supply conditions 
of three specific intermediate producer services industries in ASEAN 
countries are analysed in detail region-wide. They include market 
research, advertising and accountancy services. In determining their 
possible participation in international transactions, the manner techno- 
logical, economic, political, cultural factors and government policies affect 
their development and competitiveness for trade, are examined through 
indepth discussions with industry leaders throughout the region. 
Apart from a wealth of new and detailed information on producer 
services that will be crucial for effective government intervention, the 
study concludes that a comprehensive National Services Policy is needed 
for each of the ASEAN countries. Such a policy is justifiable, principally 
on the grounds that services activities can increase efficiency, productivity 
and competitiveness of the economy as a whole. A three-pronged 
approach is proposed to include aspects of development, investment and 
trade. A set of Services Development Policies is suggested to provide 
direction through specific promotional steps, so that an optimal mix of 
services activities can emerge. Policies on Investment in Services within 
developing countries of the region are important to indicate desired 
allocation of resources, such as for formation of human capital through 
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education and training. But they are more crucially needed to spell out 
guidelines for public versus private investment, the complementary roles 
of foreign versus national investors, and responsibilities in (and for) the 
services sector. In view of global changes and invisible deficits in the 
balance of payments, Policies on Trade in Services should be formulated 
for future export and import positions to be taken for services. Incentives 
and other encouragements to trade, as well as monitory or regulatory 
measures for international transactions, should be consistent with 
development and investment policies within the wider national goals of 
ensuring sovereignty and security. 
Finally, the study concludes that countries of ASEAN should accord 
highest priority to the development of their services sector, especially of 
key intermediate producer services, while participating in services trade 
negotiations. These aspirations are attainable by extracting benefits for 
the development of indigenous industries through offering conditional 
and limited market access to foreign providers of defined services 
activities. This volume contains only the main statistical findings and 
analyses of the research. Detailed statistics generated for different services 
industries are not included. 
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This book is based on a two-year research project which started in early 
1989. As an initial attempt to generate empirical data on intermediate, 
producer services for purposes of development and trade in the ASEAN 
region, it is felt that a detailed documentation of the work is necessary. 
However, mindful of the length of the full account which may be dry to 
follow, this introduction provides an overall summary. The research 
objectives, methodology and major findings are discussed in brief. The 
main conclusions are also summarised. 
Research Problem 
The services sector is being increasingly recognized as an important con- 
tributor to economic growth in developed and developing countries alike. 
However, the sector has been neglected by policy makers and researchers 
for so long, that there exists a paucity of data. Disaggregate information 
on intermediate producer services that are necessary as input for other 
rounds of production in all sectors of the economy, particularly those 
newer business services produced by the private sector, are absent. The 
difficulties of formulating development policies among developing 
countries, such as those in the ASEAN region, due to the lack of sufficient 
understanding of services, are compounded by the pressure emanating 
from the multilateral trade negotiations of GATT under the Uruguay 
Round which began in 1986. Knowledge is urgently needed to cope with 
current global changes. For the first time, trade in services has been 
included for negotiation. Despite the small volume of invisible trade 
conducted by the ASEAN region, it is important that member countries 
involve themselves in the negotiation, in view of their relatively open 
economies. 
2 PRODUCER SERVICES DEVELOPMENT AND TRADE 
With the overriding intention of assisting future policy directions for 
services activities at the level of service producing units and for the sector 
as a whole, within the context of developing economies, this research 
attempted to provide new and useful data that are relevant for empirical 
issues faced by producer services firms and by those contemplating trade 
in services. 
Research Objectives 
Two main objectives have been pursued. Firstly, primary data on 
producer services firms were generated in one country within the ASEAN 
region, namely Malaysia, for the purpose of fostering their development. 
Information on and analyses of their profile, recent performance, 
organisational goals, management practices and business strategies were 
provided. Also, their competitive priorities and operational concerns were 
examined along with their direction for the next five years. The role of 
existing government policies in affecting their development was also 
studied. 
Secondly, the market structure and competitiveness of three selected 
producer services, namely market research, advertising and accountancy, 
were studied for the ASEAN region. The purpose was to gain insights 
into issues that are relevant for international trade in services. The over- 
whelming importance of the Uruguay Round of the GATT negotiations 
and the unreadiness of countries in the region have led to the urgent 
need to study the effects of technology, government policies, economic, 
political, cultural and other factors on services trade. Barriers to trade in 
services and possibilities of future international transactions were also 
discussed, bearing in mind the issues raised by the negotiations on 
services that were in progress. 
Research Methodology and Limitations 
Apart from preliminary literature review and secondary data search, the 
study was conducted in two distinct phases. The first phase, which 
stretched from April 1989 to March 1990, centred on activities for 
generating primary data by a sample survey in Malaysia. A highly 
structured questionnaire was developed, pretested, revised and personally 
administered to 1200 service producing firms selected through a weighted 
stratified sampling procedure. The Yellow Pages and the Buku Kompass (a 
comprehensive business directory) provided the sampling frame for the 
selection process. The weights for sampling were based on the relative 
importance of services activities in their share of GDP according to the 
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latest 1983 Input-Output Tables of Malaysia. Adjustments were made to 
ensure, that the diversity of producer services activities was represented. 
Location within Peninsular Malaysia and size of establishments were also 
important parameters of the sampling procedure. 
It was recognized that producer services were sometimes purchased 
for final consumption, and that final services were also sometimes bought 
by businesses. The study covered services that were primarily bought 
by producers or businesses for the conduct of their own operations rather 
than for final consumption. Attention was focussed on service providers 
in the private sector, particularly the newer types of business and 
professional services, "other services", and communication. The longer 
established services such as domestic distributive trade, hotels with 
business (such as convention) facilities and transportation were given less 
weights. Banking, public utilities, government or public sector services 
were excluded from the study. 
The survey successfully obtained usable data from 147 firms. The 
following categories of information were collected, processed and 
analyzed: general background of the business, initial establishment of the 
business and recent performance, market and competition, management 
strategies and priorities, economic and business environmental issues 
including policies and regulatory matters, operations and service delivery 
systems and problems, personnel conditions and concerns. Simple 
statistics such as, frequency distributions, weighted means, rank orders 
and cross tabulations were employed for the great number of variables 
covered by the exploratory survey. Detailed statistics by industry 
categories are not included in this publication although they were 
extensively used for analyses. 
Phase two of the research conducted from April 1990 to July 1991, 
examined the market structure and competitiveness of three selected 
producer services in the ASEAN region. Personal, unstructured inter- 
views were conducted in the ASEAN capitals (except Brunei) with thirty 
five industry leaders of firms engaged in market research, advertising 
and. accountancy. Issues pertaining to trade and development of those 
services industries were explored in-depth. They included technology, 
conditions of demand and supply, domestic competition, bases for 
competition, competitive strengths and weaknesses, obstacles to regional 
and international trade and issues emerging from the trade in services 
negotiations of the GATT that were under debate. 
Numerous difficulties were encountered by the project, and they were 
not unexpected for an area that was relatively unresearched. The most 
trying problems were those that arose because of conceptual ambiguities, 
especially on services and intangible output. Deliberate definitions and 
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delineation of the scope of the research were important, in order to 
develop survey instruments and measures, and for identifying relevant 
economic activities during the sampling of respondent firms. But services 
firms had difficulties in understanding some of the questions partly 
because they were not prepared, in the sense that they had never thought 
about the points raised, or they considered the questions irrelevant for 
their type of business, or they simply could not comprehend. Other 
problems encountered were associated with the surveys, in both the 
phases. They included difficulties of using a lengthy quesionnaire that 
catered to diverse activities, addressing respondents who had little 
experience with participating in such surveys as compared with manufac- 
turers, and unfamiliar terms especially those on trade in the second phase. 
Unavoidable delays were met in solicitating cooperation from top level 
professionals, managers or senior partners of services firms. The usual 
problems of fieldwork and interviewing in phase one were extended 
across boundaries within the region in phase two. To ensure data accuracy 
and quality, special effort was expended in checking, verifying and 
confirming responses throughout the data processing stages of the project. 
Wastage of incomplete or unusable questionnaires was inevitable in an 
area of study where previous experience was absent and where pre- 
liminary data was scarce. The sheer volume of data itself did not make 
the tasks of data processing and analyses easier. 
Main Research Findings 
In view of the host of new information unveiled by the research, this 
section highlights the most outstanding points from each section of the 
analyses presented in Chapters Two through Six. 
Profile of Services Firms 
From the sample of 147 producer services firms studied in Malaysia, it 
was clear that the bulk of the establishments were small, independent 
firms in terms of paid up capital, shareholders' funds and operating 
revenue. The best examples included computer-information firms and 
professional services firms. But signs of involvement of larger cor- 
porations were evident. Large companies were found among the newer, 
rapidly growing intermediate services that required new technology and 
highly skilled professionals, and where heavy capital investment was 
needed, such as in non-bank finance and communication services. The 
heavy reliance on one major type of activity as the main source of revenue, 
and the focuss on the domestic market implied that services producers 
MALAYSIA AND ASEAN IN THE URUGUAY ROUND 5 
of Malaysia were balancing the risks of a narrow service-product base 
with operating within the more familiar national market. Most of the 
services producers were organised as private limited companies, the 
majority of whom were wholly Malaysian owned. But foreign parti- 
cipation was observed in various forms, such as joint ventures, branch 
offices, agents and through agreements that provided technical assistance, 
management expertise, franchising and licensing services. Despite the 
role of owner-managers and managing partners, most of the chief execu- 
tive officers were salaried, professional managers, many of whom with 
tertiary and postgraduate degrees. An inverse relation was found 
between the age of the service businesses and the extent of technological 
change and advancement of the industry in which they operated. 
Generally, most of the firms rated themselves as successful. The 
important reasons for success were market factors, internal strength in 
terms of design and operations, and highly skilled and professional 
workforce. Among those who did not regard themselves as successful, 
the reasons given were unfavourable economic and market conditions, 
shortage of finance and working capital, and the inability to recruit and 
develop appropriate skills. Data on growth, capacity utilisation and 
capacity expansion reflected changes in overall growth patterns of the 
general economy in recent years. Non-bank finance and communication 
firms probably led rather than lagged behind economic growth, whilst 
distributive trade, computer-information and professional services 
probably followed the direction of economic growth with a lag effect. 
Management and Concerns 
Finance 
The main reason for engaging in the line of service business was to meet 
market needs and demand for the kind of service, and not because of 
financial returns. Initial capital came mainly from own savings or from 
family and friends; which reinforced the finding of "smallness" of service 
businesses. However, parent companies were important sources of start- 
up equity, especially for transportation and non-bank firms. This was 
probably due to the size of investment required. Financial institutions 
such as banks, leasing and credit companies were the most important 
source of loans during the early stages of the enterprises. 
Between 1987 and 1990, profitability improved markedly for the 
Malaysian sample studied. The proportion of high cost, inefficient firms, 
where costs exceeded 85% of their revenue, had decreased. But the 
percentage of firms that enjoyed very high margins with costs of less than 
a quarter of revenue, had also declined. Economic and business bouyancy 
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had encouraged greater competition, hence accompanying price effects. 
Labour, averaging 41% of operational costs, was the largest cost item. 
Overhead costs were second, followed by materials and supplies. 
Contract work accounted for 17% of operational costs in the sample. Cost 
of utilities and energy were reported to have increased. 
The biggest financial problem encountered by the management of 
producer services firms who provided information, was in managing 
accounts receivables. Availability and access to funds ranked second, 
while high cost of financing was third. Within firms, internal financial 
management and capital budgeting posed slight to moderate concern to 
the intermediate services firms studied. Inappropriate accounting methods 
were also a cause of concern among some. 
Markets and Marketing 
The local Malaysian market was critically important for every service 
industry studied. Singapore came second important, while other ASEAN 
countries ranked third as markets. Within the domestic market, manufac- 
turing firms were the most important clients, followed by services firms 
themselves. 
The finding of high dependency on a few large accounts among 
service producers meant that they faced high business risks. On average, 
the largest single client accounted for 40% of the business. More work 
on patronage motives would be needed for further understanding of 
competition. Despite the inadequacies of market share data, the survey 
findings indicated that 60% of the firms were very small in their respective 
markets while 10% could be considered large or very large. The former 
appeared to carry high hopes and market optimism. But the latter were 
anticipating declining market shares as competition intensified. 
Producer services establishments were most afraid of competition 
from fellow Malaysian firms, than of foreign producers already in the 
country. Joint ventures ranked third as formidable competitors, while 
foreign suppliers not in the country were fourth. It appeared that aware- 
ness of changes in the competitive environment for services was not high, 
especially when considering the country's likelihood of joining the GATT 
at the end of the Uruguay Round negotiations. The inward looking 
behaviour was further evident from the findings on sources of competition 
in terms of country. External market orientation would be an area that 
could be improved considerably. 
The biggest marketing concern centred on quality and consistency 
of the range of services offered. This problem was attributable to the 
variable human factor in services production systems. Difficulties with 
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identifying potential customers, their needs and preferences constituted 
the second area of concern. Conditions of competition, competitive action 
and reaction especially after deregulation, caused the third type of 
difficulties. Achieving marketing objectives and targets of sales and 
profits were fourth. The fifth area of concern focussed on technical issues 
of service product planning and development, launching and delivery, 
and competitive reaction. The finding that services firms tended to be 
promotion and sales oriented rather than marketing oriented - such as 
by emphasising product innovation - would necessitate attention for 
future development of the industries. 
Operations 
The survey results showed that most of the producer services products 
in Malaysia were highly intangible, highly customised and were produced 
in systems that were highly labour intensive, where client participation 
was as important as service worker'effort. Automation was confined to 
tasks that were routine. In the relatively machine intensive industries, 
more training would be needed because automation had not displaced 
highly skilled manpower but had created the need for more workers. In 
labour intensive industries, more should be done to prepare, encourage 
and assist clients, both mentally and physically, to perform tasks them- 
se?ves - probably by interacting with machines that would be replacing 
service workers in the near future. Soft technology such as knowledge, 
skill, managerial and technical systems had been emphasised more than 
hard technology. The reasons for employing hard technology were speed, 
quality consistency, routine work, reduction of waiting time, coping with 
demand, progressive image, and decrease of wastage. The least important 
reason for using hard technology was encouragement by the Government. 
This was because of the minimal role of official promotion of development 
of services industries in Malaysia. 
Clearly, great potentials lied ahead for the development of producer 
services in Malaysia where possible advantages of automation could be 
combined with the soft technology needed for services production. This 
was particularly so when firms depended on internal sources of 
technology more than on external sources. Among those with experience 
employing external sources of process technology, consultants were most 
important, followed by information from journals and thirdly, information 
from Government facilities. Parent or affiliate companies were also 
significant external sources of technology in certain service industries. 
Although 16% of the sample did not have any R&D policy or 
activities, 21% did undertake R&D, while 10% depended on Government 
8 PRODUCER SERVICES DEVELOPMENT AND TRADE 
facilities. Further work should be conducted to find out more about the 
nature of such activities. As in the case of manufacturing firms, 
computers were used most for management and administration purposes. 
Other areas of computer usage included (in descending order) personnel 
functions, marketing, operations and lastly for high technology options. 
Five main areas of operational concerns were found in the survey. 
They were high and rising overhead costs; secondly, the ability to control 
the quality of services provided by contact personnel; thirdly, keeping 
up with new technology; fourthly, managing materials and supplies 
control systems including costs; and lastly delivery schedules and quality 
reliability. 
Human Resources 
The high proportion of non full-time personnel was not unexpected. As 
many as 4%0 of employees in the sample were part-timers, and they 
concentrated in the lowest job category of general workers. Full-timers 
constituted 85.5%. Contract workers who were mainly operating 
personnel or non-clerical workers, accounted for 9.7%. Consultants who 
were primarily professionals, played an important role as they made up 
0.8% of the workforce in services firms surveyed. The direct relationship 
between job level and education needed for the positions had important 
implications for education and training for the services sector. Generally, 
a direct relation was also observed between job level and age. 
But the common notion that services firms employed more women 
than men could not be confirmed by the survey on intermediate producer 
services in Malaysia. On average, the number of full-time men were 2.3 
times that of women; and the ratio increased with the size of establish- 
ments. Bigger firms of over 10 full-time employees were found to engage 
relatively more men. Women concentrated in smaller firms, where 
presumably lower pay and poorer career prospects rendered the jobs less 
attractive for men. The exception, where women accounted for two-thirds 
of the jobs, were seen in clerical positions. The small number of female 
professionals, managers and administrators was noticeable. 
The finding that 98% of the full-time employees were Malaysian 
nationals and only 2% were foreigners, reflected the tight controls of 
inunigration laws and policy. Nevertheless, the shortage of highly trained 
and skilled personnel was evident by the fact that 5% of the management 
posts, 4.4% of the technical and supervisory, and 3% of the professional 
posts were occupied by foreigners. The newer and fast growing services, 
such as non-bank finance and computer-information firms, relied most 
heavily on foreign expertise. 
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Considering the important social restructuring issue of Malaysia as 
found in the national economic development plans, it was interesting that 
44%0 of the full-time employees were Bumiputeras or indigenous people, 
43% were of Chinese descent, 11%0 of Indian descent and 2% others 
(mainly foreigners as indicated earlier). But proportionally more of the 
Bumiputeras were in lower job categories. Professionals and managerial 
manpower among the Bumiputeras generally preferred public sector 
employment or the largest firms in the private sector, rather than services 
firms which were smaller establishments. However, an exception was 
seen in firms classified as "others", comprising construction, hotels and 
machinery repair services, where proportionally more Bumiputera 
professionals and managers were found. The reasons for the extremely 
small number of Bumiputeras in sales jobs and in distributive trades 
would require further research elsewhere. 
The rising wages of operating personnel coupled with low job loyalty 
within services firms, signalled the underlying problems of manpower 
shortfalls which resulted in staff pinching and job hopping. The longest 
average length of employment was exhibited by managers, with 6.6 years 
of service. The highest loyalty was found in non-bank financial firms 
while the lowest was in "other" services. 
Six areas of human resource problems were found among the 
responding services firms. The most serious difficulty was the availability 
of professionals, of sufficiently experienced and adequately trained 
operating workers, and of technical and supervisory personnel - 
especially when technology embodied in people rather than in machinery 
and equipment was emphasised. The overall shortage of quality 
managerial manpower in the economy was reflected as the second human 
resource concern of intermediate, producer services firms. Thirdly, the 
inadequate number of operating personnel, manifested as high employee 
turnover, was evident. Fourthly, the high and rising cost of direct service 
workers, aggravated by the problem of their low productivity, was a cause 
for concern to producer services firms in Malaysia. The urgent need to 
build up a pool of relevantly trained personnel from which producer 
services firms could draw, must be stressed. The availability of indirect 
workers and their productivity constituted the fifth area of concern. Sixth, 
miscellaneous problems such as absenteeism, aging workforce and 
industrial unrest were reported as minor problems. 
Objectives of Producer Services Firms 
The explicitly stated goals of almost every service industry type indicated 
that greatest emphasis was focussed on achieving high productivity, 
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organisational efficiency and stability. Secondly, growth, performance 
and leadership in the respective markets, were significant, because of 
intensifying competition and the need to be more market and marketing 
conscious. The heavy dependence on people had probably forged 
objectives of improving employee welfare and social responsibility. 
Innovation, entering new markets and risk diversification rated only as 
the fourth category of objectives. Professional services in particular, were 
least concerned with spreading to new markets or with risk diver- 
sification. 
Strategies 
Highest priority was accorded to improving quality (especially by 
construction and hotels with business patronage), speed (computer- 
information), and reliability (non-bank finance), as strategies for 
improving competitiveness. Secondly, personnel and after-sale-follow- 
up activities were important strategies (particularly for computer- 
information). Elevating image (computer-information and non-bank 
finance) and gaining market access (communication) were ranked third 
as competitive strategies by the sample. Ensuring competitive pricing 
and payment flexibility were fourth important approaches (especially in 
distributive trades). Fifthly, strategies based on service production 
flexibility and innovation were emphasised, mostly by computer- 
information services. Location choice and multi-siting were the sixth type 
of competitive strategy used. Clearly, the adoption of such strategies, 
which were relatively safe and risk averse, could imply that the services 
industries might not grow as fast they would if more challenging stra- 
tegies were attempted. 
The main strategies for quality improvement included promptness 
in service delivery, giving personal attention, obtaining feedback from 
clients, and engaging experienced service providers. Despite the concerns 
of personnel shortages, and the desire for quality, staff training was rated 
very low as a strategy for quality improvement. While 31% of the 
respondents believed that on the job training was good enough, 22% did 
not carryout any form of training at all, because they only engaged 
experienced and skillful personnel. Undoubtedly, the findings would 
mean that services industries would be confronted with a formidable 
problem if appropriate steps were not taken to alleviate the problem of 
manpower shortages. Consideration should be taken to examine the 
personnel issues seriously, because high staff turnover discouraged any 
form of investment into training. The role of the private sector in training 
and human resource development must be defined and supported by 
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appropriate Government measures, such as fiscal incentives, information, 
physical facilities and programs planned with public sector assistance. 
Schemes that link systematic training with employment contract could 
be developed to counteract job hopping. Salary adjustments systems 
would need to be reexamined to ensure equitable remuneration. 
The most important managerial strategies for producer services were 
emphasising personal selling for promotion, adopting the going rate in 
the market for pricing, leading in service innovation for service product 
development, and using advertising to recruit personnel who would be 
motivated primarily through financial rewards. 
Future Directions 
Within the next five years, producer services firms of Malaysia would be 
expected to adopt less risky paths, such as increasing their market shares 
in existing markets, rather than to enter new markets with existing 
services products, or to develop new services for existing markets. 
Creating new products for new markets, which would involve relatively 
high risks, were least likely. It was also learnt that the priorities would 
vary with the nature of services marketed, the degree of competition, the 
extent of maturity of players in the market, the rate of technological 
change in the industry, and regulatory effects. Thus, variation of business 
strategies over the next five years by industry was observed. Other minor 
strategies that could be considered in descending order included: 
diversifying into related businesses, forward integration, growth by 
acquisition, withdrawing from certain businesses, backward integration, 
and diversifying into unrelated businesses. 
The top three steps that would very likely be taken, in order to 
improve the firms, were first to engage in strategic planning, secondly to 
undertake operations reorganisation for better efficiency, and thirdly, to 
emphasise on quality control in the production of products cum services 
packages. Less attention would be given to sales or marketing im- 
provement and development than to service operation and delivery. 
Nevertheless, within the marketing function, sales planning and analysis 
would have the highest priority. After that, improvements would be 
made for demand forecasting, market research, smoothing fluctuating 
demand to match capacity and lastly sales promotion. 
To motivate employees, job security would be stressed, followed by 
education and training, and provision of more information. Better 
interpersonal relationships and direct financial incentives and fringe 
benefits would be offered. Respondent firms had the tendency of 
highlighting accuracy in accounts handling as a possible avenue for 
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improving service delivery. This could be in reaction to lessons learnt 
during the business downturn in the mid-eighties. Again, future steps 
and intentions for marketing and human resource improvements varied 
according to the conditions facing respective service products, labour 
market situations, degree of automation and use of hard technology, 
regulations, maturity of the industry and other factors. 
Assistance and Hindrances 
Generally, Malaysia had been comparatively liberal towards trade and 
investment in services. Government intervention had been on provision 
of assistance and incentives, however limited, rather than protectionistic 
in character, Since the advent of the privatisation policy in 1983 and the 
embarkation to deregulate and to liberalise certain industries, major 
changes had taken place that affected services industries, particularly in 
the financial and banking subsector. But producer services, at least those 
covered by the survey, had a low level of awareness of public policies 
that would directly affect them - mainly because there were few in the 
first place. It was not surprising that non-bank finance firms appeared 
most knowledgeable. Nevertheless, with general economy wide policies 
and specific subsector policies considered, the sample expressed greatest 
concern over Government policies and regulations that would affect the 
economic environment. Their second worry was on tax rates and 
structure, while the depreciating ringgit was the third important concern. 
Legislations on standards and specifications constituted the fourth cause 
for concern while local participation requirement was the fifth difficulty 
that affected large foreign multinationals such as those in transportation 
and in trading. 
But the most widely quoted obstacle faced by producer services firms 
was corporate and other taxes; secondly, local participation conditions; 
and thirdly, the strict limitation of foreign personnel to a few key posts. 
Competition from Government owned companies, inadequate patent and 
copyright protection, and tariff and non-tariff barriers were also reported 
as hindrances. 
Among operational problems encountered were first, slow and 
cumbersome project approval (probably due to the shortage of qualified 
professionals in the approving bodies); secondly, unclear and unpublished 
Governmental procurement procedures (hence the issue of transparency); 
and thirdly, local equity participation and management control (despite 
the proportionally bigger role of locals in services). Excessive licensing 
and registration requirements, and insufficient published local technical 
standards and their frequent changes were also problematic. 
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For foreign and joint venture services firms, regulation of personnel 
into the country was the most common and most serious problem 
indicated. The negotiation on cross border movement of service providers 
for trade purposes would be discussed later. The second difficulty touched 
on overt Government policies of public procurement and procedures that 
gave preference to local firms; and this related to the principle of national 
treatment that was also being negotiated under GATT. The manner of 
foreign participation and conditions to be imposed on them should be 
an important and timely study as foreign services firms were expected 
to increase in the near future. The imminent changes that were expected 
to arise from the Uruguay Round of GATT should also be well under- 
stood, both by the policy makers and those who operated in the market. 
It was not surprising that information was most sought after as 
assistance for future development of the services firms. Although 
limitation on domestic competition and protectionistic regulations were 
deemed desirable, the reduction of competition would turn out as a 
double-edged sword. Other assistance such as technical support, advisory 
services and indirect subsidies through low rental of space and Govern- 
ment guaranteed loans were also suggested by some. 
Market Structure and Competition of Three Industries 
A closer examination of three professional services as case industries in 
the ASEAN region, namely market research, advertising and accounting, 
revealed that their markets within each country were highly concentrated 
in a few large firms, while an insignificant share of the market was shared 
by many small firms. The larger firms were more innovative and were 
able to compete by offering newer services. Smaller firms remained as 
suppliers of relatively traditional services within the respective industries. 
Despite limitations on foreign presence in some of the countries, it 
was evident that foreign firms, or foreign linked firms, have already 
gained considerable market access and have established themselves as 
large service suppliers at the upper end of their markets. Competition 
within the larger, foreign dominated segment was on the basis of superior 
technology, knowledge, worldwide network and reputation. In the small 
and medium segment, competition evolved around price, personalised 
service, and knowledge of local culture and language. 
Trade in Services, Competitiveness and Trade Barriers 
Foreign trade within the three industries studied was limited as it 
accounted for no more than ten percent either way on average (except 
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for advertising in Singapore). Services trade was confined to the small 
number of large, usually foreign related firms who possessed the 
professional resources, technical know-how, financial capability and 
international linkages. On the other hand, local services producers rarely 
thought in terms of markets outside their country. 
Although large advertising firms and accounting firms considered 
themselves to be as competitive as firms in other countries whilst those 
in market research to be even very competitive, concern over shortage of 
quality, highly skilled manpower in the region have been expressed. It 
was observed that among the very large firms, the intensity of competition 
could be somewhat softened by the different service product mix offered 
by different firms within each country, thus at times avoiding direct 
competition. 
Barriers to trade in services were evident in the form of border 
restrictions for trade associated with movement of service providing 
persons across national boundaries, through imposition of visas, work 
permits and other immigration rules. Long term presence was deterred 
by equity ownership regulations throughout the region, except Singapore. 
Nevertheless, other forms of foreign participation were observed, as in 
the Malaysian survey indicated above. Even cross border transactions 
of services, without movement of factors of production, had difficulties 
with import duty levies (e.g. on advertising films), foreign exchange regu- 
lations (in the Philippines), government procurement rules, nationalistic 
requirements of language and socio-economic goals pertaining to 
minority, poverty and geographical groups. 
Other major barriers included recognition of professional quali- 
fications to practice in export markets - which entailed equalization of 
qualifications and harmonization of practice standards; technical 
constraints both in terms of compatability across countries and suitability 
of infrastructural support; economic hindrances such as weaknesses of 
services production, smallness of the domestic markets, rising labour and 
overhead costs; and business and corporate behaviour such as intra-firm 
assistance and support across national boundaries, and even inter-fiirn 
agreements and restruturing through mergers and takeovers inter- 
nationally. 
Trade as a Means of Development 
Despite the unimportance of current trade in services within the ASEAN 
region and with international trading partners, it was recognised that 
participation in the multilateral rule-making process for services trade 
should not be taken lightly. The Group of Negotiation on Services in 
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the Uruguay Round of the GATT, which began in 1986, had advocated 
trade expansion as a means of economic growth and development. 
Although the validity and usefulness of such an external demand pull 
approach to development were uncertain, as compared to the more 
familiar approach of internal supply push to development of capabilities 
until they were competitive for trade, ASEAN countries were ready to 
engage in negotiations. The issues for negotiation as decided in Montreal 
in 1988 were not particularly clear to services industries to permit 
meaningful discussions during the research. They included the principles 
of market access, national treatment, transparency, progressive liberali- 
sation, mobility of factors of production and interests of developing 
countries. It was not clear then if unconditional most favoured nation 
treatment would apply, and the structure of the agreement remained 
unsettled. 
Cross border trade and movement of consumers were expected to 
pose less problems than the issues of services trade that required 
commercial presence in the importing country and when factors of 
production, particularly of personnel across national boundaries. 
Nevertheless, in depth discussions with leaders of the three industries in 
the region suggested that movement of services personnel would bring 
benefits in at least two ways. First, the easier entry of foreign experts 
could contribute to technological development, and secondly, the freer 
movement of unskilled and semi-skilled workers from labour abundant 
countries to labour short ones could be envisaged. But the political and 
foreign policy considerations on such movements must be recognised. 
With regards to market access and progressive liberalisation, appre- 
hensions were found. In particular; apprehensions towards large scale, 
excessive foreign presence and competition in services industries were 
indeed real. Threats to local entrepreneurship, growth and fair economic 
competition seemed to be increasing. Although transparency and 
reciprocity were generally regarded as acceptable, difficulties would be 
expected in practice especially with informal and unwritten rules of 
businesses across countries. National treatment would encounter pro- 
blems with professional qualifications, licensing and standard of practice; 
compatibility of cultural and social value systems; and when balancing 
diverse groups within a nation itself (as the issue of choice of a national, 
uniform treatment would become necessary). The justifications for 
interests of developing countries would be important for ASEAN 
negotiators. Apart from socio-economic development and domestic 
regulation, national values, consumer protection and political stability 
must be safeguarded. 
Attempts to adopt a common front among ASEAN countries should 
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be more serious than before, in view of the pressure exerted by the major 
trading partners, if the region were to expect any gains in services trade. 
Efforts in improving understanding of services subsectors within the 
region and intensifying intra-ASEAN cooperation in services activities 
would be crucial for the development of the region, even after the initial 
agreement on trade in services was reached. 
Conclusions 
Several policy implications were drawn from the study. The need for a 
National Services Policy comparable to those for manufacturing and agri- 
culture, within each country of the region (as already existed in Singapore) 
was obvious. Services could not remain as residual activities that were 
expected to grow in tandem with the rest of the economy and remain 
poorly planned. To hasten the development of services activities crucial 
for productivity and international competitiveness of the economy, 
deliberate thinking would be necessary to produce a national service 
policy that should comprehensively cover producer services, consumer 
services, and public services. 
In order to ensure consistent expansion along desirable future paths, 
a set of Services Development Policies would be suggested for an optimal 
mix of activities and to guide changing composition of services industries. 
Criteria and measures of services promotion could draw on the rich 
experience of the region when promoting manufacturing in the last two 
decades. Producer services should be given priority to support efficiency, 
productivity and international competitiveness of other sectors. 
Responsibilty for implementation of the policies should also be defined. 
Details should include development policies on human resources; special 
groups priority; labour mobility; telematics including transborder data 
flows; research and development; new services activities especially those 
affecting the strategic development of other sectors; location of services 
businesses; linkages with other industries; mobility of consumers; 
infrastructural support; administrative support including the role of 
Government as services buyer, regulator and producer; and adminis- 
trative and legal infrastructure to implement the policies. 
Policies on Investment in Services that correspond to the services 
development policy should be formulated. Apart from promotional 
measures for investment in services that raise productivity of other 
economic sectors, and small and medium enterprises that would be 
involved in many of the newer intermediary service activities, the role of 
public sector versus private sector investment should be contained in the 
set of investment policies. Future participation of foreign investors in 
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services would also need to be carefully considered. The commitment 
of ASEAN countries to offer market access by allowing commercial 
presence in certain services sectors or sub-sectors, would imply that some 
degree of foreign investment may be necessary. Policies stipulating the 
conditions for market entry and business establishment would be 
important if they are geared towards developmental needs of the country. 
Policies on Trade in Services should be based on potential gains from 
trade. Policies are necessary for both export and import of services 
through the various modes of service delivery, namely, cross border trans- 
actions, movement of consumers, commercial presence and movement 
of service personnel. The competitiveness of services industries and their 
readiness to trade would be dependent on their stage of development 
within the global technological context. Again, the extent of foreign 
services suppliers should be based on the need to develop indigenous 
services industries. 
Finally, the study pointed to the urgency of further research into 
producer services industries in the ASEAN region in view of the high 
priority that countries would assign to their development in the near 
future. Multilateral, plurilateral and bilateral trade negotiations should 
be viewed as opportunities for contributions towards such developments. 
However, strict discipline of local service industries towards develop- 
mental goals must simultaneously be enforced. 
THE NEED TO STUDY 
SERVICES DEVELOPMENT 
Services are economic activities that offer time, place and form utility that 
result in a change in or for the recipient of the service. They are activities 
that fall outside the definition of agriculture, mining and manufacturing. 
Although the expansion of services is accepted as important for economic 
growth, and international transactions in invisibles are expected to 
contribute substantially to world trade, economists are still struggling for 
a common definition of services. Despite the absence of a concensus on 
concept and definition, events in the real world such as progressive 
deregulation of many services industries and increasing liberalization for 
trade, have compelled the search for data and greater understanding of 
the services sector. Of special interest is fundamental knowledge at a 
disaggregate level which would serve to guide policy directions for 
orderly development, not only of the sector, but also the rest of the 
economy. This study attempts to examine producers of intermediate 
business or producer services that constitute only one part, albeit an 
important section of the sector at a micro economic level, in terms of their 
operations and development on the one hand and competitiveness for 
trade on the other hand. Analysis of external trade is based on empirical 
data generated from personal interviews in the ASEAN region whilst 
development issues are primarily discussed using survey data specially 
generated in only one of the member countries, namely Malaysia. 
Throughout the study, ASEAN refers to the Philippines, Indonesia, 
Malaysia, Singapore and Thailand. Brunei, the newest member of 
ASEAN, has been excluded due to absence of comparable data. 
The Changing Role and Emerging Trends of Services 
The role of services in the economies of ASEAN has been increasing in 
importance over the past three decades. Towards the end of the eighties, 
the services sector constituted the single largest sector in terms of share 
of total national product and employment in each of the member 
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countries of the region. In 1988, service activities averaged 53% of GDP 
and 43% of employment for the region as whole. (Asian Development 
Bank 1990). 
It appears that expansion of services was not confined only to the 
developed economies which saw smaller relative shares of their 
economies in agriculture and manufacturing, developing countries such 
as those of ASEAN, that underwent dynamic economic growth in recent 
years, also experienced increased service activities. The greater role of 
services within the region and internationally, can be attributed to several 
important changes. These changes have already begun to bring about 
radical structural adjustments in the supply of and the demand for 
services. 
Opt the supply side, they include: 
the emergence of numerous and new types of services attributable 
to technological innovations; 
the rise of non-traditional modes of service production and delivery; 
the deregulation by national governments of financial service 
industries which have tremendous effects on other industries in all 
sectors of the economy; 
the attempts of public sector agencies to initiate policies to encourage 
development of service activities. 
Changes from the demand side stem from: 
the increasing share of services input as a component of production 
costs in almost all sectors; 
the availability of options in sourcing for services due to trends of 
"externalization"; 
the greater internationalization of service provision and consumption 
through trade, including recognition of the need for a framework such 
as GATT to regulate the process (Ochel and Wegner 1987). 
It is worthwhile to consider the major forces that underlie these 
developments. Many of the factors are interactive, inextricably related 
and occur concurrently. They may originate from within firms, from the 
economic and social environment or from external global developments. 
Intensifying Competition 
The demands of the economic environment characterized by intensifying 
competition have pushed firms to become more customer sensitive. This 
has manifested in greater differentiation of products in order to cater to 
finer market segments. Market research, information, planning and 
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product development have been given more emphasis. Product lines have 
been broadening and product life cycles have been shortening. Marketing 
strategies have incorporated heavier promotion and advertising. 
Innovative distribution methods and a greater variety of credit and 
payment instruments are evident. Despite the benefits of mass production 
and scale economies, competition has forced industries to provide a higher 
degree of customization than before. Technology advancement has 
enabled business to implement strategies that cater to smaller market 
segments effectively, through a variety of new producer and business 
services that facilitate every stage of the production-marketing process 
(Sieh 1990). 
Production Flexibility 
Within firms that produce goods and services, several responses have 
begun. Resources have been reallocated to cater to external needs. 
Examples of change include flexibility in production run size and schedul- 
ing, new approaches for material requirement planning, and development 
of more efficient process technology, particularly with computerization 
and information technology. But production flexibility would not have 
been possible without the support of crucial intermediate, facilitative 
services that hold the myriad of economic activities together (Riddle 1986). 
Increasing "Non-Production" Functions 
The growing necessity for support services in agricultural, manufacturing 
and services production - which require more professional, technical and 
administrative skills - have shifted emphasis from direct production 
functions to indirect "non-production" functions. For example, activities 
such as planning, accounting, public relations and customer servicing are 
gaining more attention than ever before. The bulk of these "non- 
production" functions comprises intermediate producer and business 
services on which firms depend for higher productivity and greater 
efficiency. Better strategy formulation and quicker decision making to 
remain competitive necessitate services inputs at almost every stage of 
production -- upstream, onstream, parallel and downstream (Gibbs 1989). 
Technology Advancement 
Many of the new services are possible because of recent technological 
progress particularly in electronics and telematics. Even existing services 
are being delivered in new ways that use telecommunication and 
information technology. For many services, it is no longer necessary for 
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the service providers to be face-to-face in contact with service consumers. 
It is also a myth that services are always labour intensive. Newer services 
either for final consumption or for intermediate input, tend to be relatively 
capital intensive. Many are knowledge intensive or information intensive. 
Examples include heavy investment in communication infrastructure and 
equipments at both ends of the communication lines, investment in skill 
development and training to ensure able handling of new, knowledge 
intensive technologies. Evidently, technological innovations have 
revolutionized the range and nature of services output. Service output 
can result from tangible actions performed to people's bodies, for 
example, computerized health care services; or from tangible actions on 
goods or physical possessions, such as air courier service, robotized 
equipment maintenance and repair. Innovative services are also produced 
by intangible actions towards people's minds, for example, distant 
training through video transmission systems, simultaneous information 
dissemination services performed by satellite broadcast; or by intangible 
actions carried out on intangible assets, for example, tele-banking and 
scripless stock transactions (Hills 1987). 
New Modes of Service Delivery 
The introduction of non-traditional modes of service production and 
delivery has in itself widen markets for services that were once provided 
in conventional, often personal ways. Simple interactive service 
encounters can not only be mechanized, but delivered round the clock. 
Examples include automatic teller machines that stand remotely from the 
bank that operates it and vending machines of all description, even for 
foreign currency exchange. Such new service delivery methods have 
enabled service producers to extend markets through multi-site supply 
points where interfacing with contact personnel, for example sales clerks, 
can be replaced by the pushing of buttons and various forms of self- 
service by customers themselves. On the other hand, complicated tasks, 
including creative ones, have also found new possibilities of production 
and delivery. For example, computer aided design has facilitated the 
proliferation of creative products that can then be transmitted by 
telematics to clients over great distances and across national boundaries. 
Liberalization of Financial Services 
From the wider global environment, progressive deregulation especially 
of financial services within developed economies, has brought about 
economic restructuring and a higher degree of internationalization. In 
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turn, the greater liberalization of market means increased competition 
from domestic as well as from foreign sources. Policies such as de- 
regulation and privatisation, reflect the thinking of national governments 
towards future paths that specific service industries are expected to take. 
The policies can be protectionistic for some service industries and promo- 
tive for others. In certain countries, direct public sector participation in 
"non-social" or "non-public" services often poses questions of competition 
or the lack of it, hence the issue of efficiency. Intervention of government 
policies and regulations would affect the supply of services and the mode 
of service operations (UNCTAD 1985). 
Externalization and Specialist Service Firms 
The changing motives of service purchase behaviour that arise from socio- 
economic improvements, have encouraged innovations in the supply of 
personal and household services. Many of the services previously 
performed within the home are now bought from external suppliers 
(Gershuny and Miles 1983). Similarly, many intermediate producer and 
business services that firms are capable of producing in-house are now 
"splintered" (Bhagwati 1984) and sourced from other external organi- 
zations. Examples include courier service, research, engineering, security 
and so forth (Sieh 1989). Reasons for externalization may be economic, 
social or technical in nature. The trend has resulted in the emergence of 
specialist firms. Outsiders who can provide expert services to many 
buyers would not be available if firms continued to produce themselves. 
Small and medium sized specialists are able to produce a range of 
intermediate services and offer them at affordable prices to smaller buyers, 
through economies obtained from the enlarged markets. The case of 
software and electronic data processing firms can be quoted. Public 
bonded warehouse storage facilities is another example based on 
economies of sharing. Although the provision of many professional 
services are restricted to licensed or accredited suppliers such as 
accounting and legal work, other "opened" services such as management 
consulting, computer software and integrated systems can be provided 
without such constraints (Riddle 1986). 
Pressures from International Trading Environment 
Technological innovations together with new methods of service 
production and delivery have resulted in the separation of production 
and consumption of services. In particular, many services bought by 
businesses need not be consumed at the time that they are provided. 
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Information technology has provided possibilities for services to be stored 
in goods, transmitted over miles, retrieved and used when required. 
Examples include data, engineering design and manufacturing specifi- 
cations (UNCTAD 1988). They have opened new opportunities for trade 
in services as witnessed in the financial subsector. Apart from pure cross 
border trade conducted at arm's length, such as information transaction 
through computer-linkups or embodied in storable films or tapes, it is 
envisaged - within the services negotiations under the Uruguay Round 
of GATT - that performance of services by foreign suppliers either with 
inflow of foreign professionals, for example, specialized engineering 
consultancy, or movement of locals to acquire from abroad in the 
supplier's country or even a third country, for example, education and 
training, would be construed as trade. In view of the possibilities of 
services growth and market expansion through international transactions, 
potential services exporters from developed countries have started to seek 
regulation for trade. Much of the debate have focussed on market access. 
However, developing countries probably would not have agreed to 
participate in the services trade negotiations if not for two assurances at 
the outset - first, that it would not be linked to the goods trade 
negotiations, and second, that services trade would be treated as an 
avenue for economic development (Mark and Helleiner 1988). 
Services in ASEAN Economies 
Services Activities in GDP 
With these underlying economic trends and forces, ASEAN countries have 
been paying attention to services as a potential sector for development. 
The role of the services sector in the region may be assessed in terms of 
its contribution to Gross Domestic Product, employment, export earnings, 
and linkages or interdependence with other sectors. For ASEAN as a 
whole, the services sector averaged 53 percent of member countries' GDP 
in 1988. Even in a conventionally non-service economy such as Indonesia, 
services accounted for 44.5 percent of the GDP. On the other hand, 
Singapore which has been classified as a "service" economy, saw more 
than 60 percent of its GDP and labour force coming from the services 
sector in the early and mid-eighties (Koh 1985 and Sieh ed. 1988d). Over 
the last 12 years, the services sector share of GDP at constant price in 
ASEAN countries had expanded with the exception of Malaysia and 
Singapore where declines were experienced in 1980. Despite the slight 
recovery of services in both countries in 1985, followed by declines 
between 1985 and 1988, the services share of GDP in other ASEAN 
countries continued to register growth within the three year period. Due 
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Table 1.0 
Contribution of Services Sector to GDP at 
Constant Price and Employment in ASEAN 
Country % of Services % of Employment in Serv- 
to GDP ices to Total Employment 
1976 1980 1985 1988 1976 1980 1985 1988 
Singapore 71.0 69.2 75.3 70.8 67.5 65.9 70.6 68.6 
Malaysia 49.9 47.4 48.9 44.1 37.7 43.4 49.1 47.3 
Philippines 46.4 46.9 44.8 46.0 32.6 35.1 37.8 39.2 
Indonesia 40.8 44.7 43.4 44.5 29.4 33.7 34.6 34.6 
Thailand 52.7 55.1 56.9 57.7 17.7 20.9 22.3 24.2 
ASEAN Average 52.2 52.7 53.9 52.6 37.0 39.8 42.9 42.8 
Source: Asian Development Report 1990. 
to dissimilar changes of member countries within the region over the 
period, the ASEAN average services sector share of GDP for 1988 
appeared rather similar to that for 1976 in Table 1.0. 
Within the services sector, wholesale and retail trade dominated as 
the most important subsector, contributing to the largest share of GDP 
in all five countries. Ranging from 14 percent in the Philippines to 19 
percent in Thailand for 1986, its share of GDP has remained more or less 
stable in Indonesia, Philippines and Thailand but declined over time in 
Malaysia and Singapore. On the contrary, the finance, insurance and real 
estate subsector has increased in importance throughout the region. In 
Singapore, financial and real estate activities expanded markedly from 
16 percent in 1978 to nearly 22 percent 1985. Corresponding increases 
in other ASEAN countries were at slower rates. The share of transport, 
storage and communication activities also expanded in all ASEAN 
countries except for Singapore where a decline was experienced. 
Services Employment 
For the region as a whole, services jobs averaged 43% of total employment 
of member countries in 1988. Singapore led with 68.6%, followed by 
Malaysia with 47.3%, the Philippines with 39.2%, Indonesia with 34.6% 
and Thailand with 24.2%. Evidently, Table 1.0 shows that the labour force 
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engaged in the services sector ha:: grown over the 12 year period from 
1976 to 1988. Average employment in services for the region in 1976 
was only 37%. For the earlier year, services share of employment 
constituted 67.5% in Singapore, 37.7% in Malaysia, 32.6% in the 
Philippines, 29.4% in Indonesia and 17.7% in Thailand (Asian Develop- 
ment Report 1990). 
In terms of value added per worker, labour productivity of the 
services sector, for Singapore in 1985, was 29% above the national average 
and 1.3 times that of manufacturing (Koh et. al. 1988). But Singapore 
would not be typical for ASEAN due to the bias towards transport and 
communication services, which are high productivity industries compared 
to domestic trade whose productivity levels are close to economy wide 
average, and other services whose labour productivity levels fall well 
below that of manufacturing. The 1985 data for the Philippines however, 
showed that productivity of services was only slightly above that for the 
economy and was definitely below that for manufacturing (Lim 1988). 
Services Export Earnings 
Until the early eighties, Indonesia, Malaysia and the Philippines were net 
importers of services, while Singapore and Thailand were net exporters. 
A closer examination shows that all five countries were net importers of 
investment income and, with the exception of Thailand, of freight and 
insurance. This is not surprising when the region has been highly 
dependent on foreign investment for development for decades, and when 
the region boasted of high economic growth rates in the past two decades. 
It is observed that Malaysia until 1983, and possibly Indonesia, have had 
deficits in their travel accounts. But Thailand, Singapore and to a lesser 
extent the Philippines, enjoyed surpluses due to incoming tourism traffic. 
However, Malaysia, the Philippines, Singapore, and Thailand recorded 
surpluses for government transactions in their balance of payments 
invisible accounts (Koh 1985). Available 1983 data for Singapore shows 
that although manufacturing was by far the major gross earner of foreign 
exchange, but services accounted for 45%0 of the country's net foreign 
exchange earnings (Koh et al. 1988). 
Intersectoral Linkages 
When considering linkages or interdependence between the services 
sector and other sectors of the ASEAN economies, Singapore ranked first 
in terms of export orientation and domestic intermediate usage of services 
output. This was followed by the Philippines, Thailand, Indonesia and 
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Malaysia. With the exception of Thailand, the manufacturing sector was 
the heaviest user of intermediate services throughout ASEAN. While 
services were important inputs into the manufacturing sector, it was also 
true that the service sector as in Thailand and Indonesia, relied most 
heavily on the manufacturing sector for inputs. However, in the remaining 
countries, that is Malaysia, the Philippines and Singapore, the services 
sector derived most of its inputs from itself (Koh 1985). 
It may be useful to study the potential for forward and backward 
linkages of the various service subsectors or industries. Forward linkage 
indicates the importance of the subsector in supplying services as input 
to other sectors, hence its potential multiplying effects; whilst backward 
linkages indicates the importance of the subsector as purchaser of inputs 
from other sectors, including from itself. Data on the Philippines show 
that trade has the highest forward linkage measure in the whole economy, 
followed by transportation, communication and storage; and the linkages 
are increasing in importance since the mid-seventies. Finance, insurance 
and real estate has a decreasing measure over time, whilst government 
services have low forward linkages. All services subsectors have 
backward linkage measures that ranked below average, signifying their 
low dependence on inputs from other sectors (Lim 1988). An almost 
similar pattern was derived in Thailand based on 1975 data, although 
structural changes since the eighties might have altered the picture 
(Meenaphant 1988). 
Statistics also showed that in the seventies, services grew much faster 
than GDP in all ASEAN countries except for the Philippines (Koh 1985). 
Compared to the sixties, services in the seventies grew at a faster rate in 
the case of Indonesia and Singapore, at the same pace for the Philippines, 
and at a slower rate for Thailand. 
Services Development as New Growth Strategy 
Since the mid-eighties, it was becoming clear that the rapid economic 
growth of the seventies and early eighties enjoyed by the region was a 
phenomenon of the past unlikely to be repeated in the foreseeable future. 
New strategies for development were necessary. The slowing down of 
GDP growth rates aggravated by the effects of negative rates of 1985 in 
four of the six countries, namely Brunei, Malaysia, the Philippines and 
Singapore, drove home the point that effort to diversify economic 
structure and activities must be intensified. 
Two important developments could not be ignored. First, the decline 
in export revenues from traditionally major commodities including tin, 
rubber, palm oil, rice etc. from the primary sector, due to sharp drop in 
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Table 1.1 
Services Account in the Balance of Payments in ASEAN 
Freight Other Travel Invest- Govern- Other Balance 
and Trans- ment ment Services on 
Insurance portation Income Transactions Services 
Indonesia (US$ mil) 
1973/74 n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
1978/79 -982 -319 - -1864 - -900 -4065 
1982/83 -2129 -251 - -3055 - -1780 -7215 
Malaysia (R$ mil.) 
1973 -420 49 -94 -659 29 -102 -1997 
1978 -1061 143 324 -1716 5 -384 -3337 
1983 -2243 63 -875 6 6 -1654 -8295 
Philippines (US$ mil.) 
1973 -173 19 62 -114 138 69 1 
1978 -230 -37 157 -340 120 29 -301 
1983 n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Singapore (S$ mil.) 
1973 -512.9 - 584.9 -246.9 195.8 1931.4 1952.3 
1978 -773.5 - 1309.2 -59.5 85.7 4191.7 4735.6 
1983 -1746.0 - 3061.6 -704.1 70.4 9939.6 10621.5 
Thailand (mil. Baht) 
1973 421.4 127.0 1944.4 -424.3 4589.5 178.4 6836.4 
1978 423.3 410.5 5315.5 -4811.7 813.2 2128.3 4279.1 
1983 3080.3 534.1 17154.3 -23749.7 846.6 18604.6 16702.2 
Source: Extracted from Koh 1985. 
prices, was expected to continue for some time. The problem started with 
decrease in raw materials demand because of technological advancements 
and availability of synthetics. The second factor that brought unfavourable 
economic effects was the steady rise of protectionism among industrial 
countries that constituted important markets for manufactured goods of 
ASEAN's secondary sector. With Europe after 1992 and the United States- 
Canada-Mexico free trade agreement, manufactured exports may be 
adversely affected yet. 
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Paucity of Knowledge in Services 
Despite the increasing importance of services in the ASEAN economies 
and their possibilities for further growth, the services sector has been 
neglected by policy makers and researchers for a long time. The bias 
towards manufactures has resulted in a relatively weak understanding 
of service activities. This may be due to the lack of a comprehensive 
theoretical framework, difficulties of definition and measurement of 
concepts, the myth that services are unproductive residuals, and the 
absence of disaggregate statistical data for analysis. The logical step 
among economic planners would be to seek appropriate policies to 
encourage desirable services activities. Important questions would 
include what kind of promotional policies and strategies to adopt, and 
which service activities to be given priority. This implies that specific 
service industries need to be understood not only in terms of their relation 
to economic growth rates, income expansion, employment creation and 
job displacement, foreign exchange earning capacity, but also their 
existing profile, strategies, practices and current operational and 
marketing concerns in producing services. For instance, their choice of 
technology when investing in capital equipment and their willingness and 
ability to train new skills necessary for the process, would affect policy 
decisions. It is equally important to acknowledge that competitive 
strengths and weaknesses in the domestic, regional and international 
markets - critical determinants of long term viability of specific service 
industries - must be understood for effective policies. 
A workshop was convened in 1988 to explore some these areas by 
taking stock of what little is known and to identify development issues 
for research into service activities in the region (Sieh ed. 1988c). Generally, 
it was recognized that more was known at the macro aggregated level. 
Broad indicators from national accounts, input-output tables and balance 
of payments statistics were available. But data based on censuses or 
surveys tend to lack depth, continuity, consistency of definition, coverage 
and type of variables over time. Basically, much of the data suffered from 
absence of theoretical direction when gathered and compiled (Sieh 1988d). 
At best, they are sufficient only for broad analysis. Other occasional 
studies dwelt on issues of sectoral composition for Singapore (Seow 1980) 
for Thailand (Meenaphant and Yongkittikul 1983), for Malaysia (Sieh 
1984), for ASEAN (Koh 1985); on trade, regional and international 
cooperation in services (Pang 1982, Praet 1982, Tucker, Seow and 
Sundberg 1983, Sieh and Chee 1983, 1985); and more recently on foreign 
entry, establishment and investment in services within the region (Tay 
1990). But they are too limited for determination of policy direction at 
either the macroeconomic level or at the business firm level. Generally, 
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a little more is known of final services including consumer personal 
services than of intermediate producer services, of public sector adminis- 
trative and social services than those produced by private sector firms 
for businesses, and of established traditional services than of newer 
innovative ones. 
Need for More Understanding 
The most significant contribution of the workshop was to point out the 
gap in knowledge of the services sector. Microeconomic information at 
the level of service producing units where value is created in the economy, 
was noticeably absent. Service production-and-delivery operations and 
processes were completely unknown, except for some scant descriptive 
reports on selected aggregated statistics (e.g. number of establishments, 
location, legal status, ownership, employment, salaries and wages, fixed 
assets and industry specific data - tourist arrivals, length of stay, number 
of passengers for rail transport, types and volume of cargo loaded in ports 
etc. Sieh 1988d). Some of these secondary data have been analyzed on 
Malaysia recently (MIER 1990). 
But crucial variables that explain detail factors behind the process of 
value creation by private, intermediate, commercially operated service 
establishments remain unexplored. At the disaggregated industry and 
firm level, the services sector is still a "big black box" waiting to be 
uncovered. Difficulties have been encountered even when considering 
the questions to be researched into, due to inadequacies of preliminary 
information. The only certainty is that fresh, purpose-oriented data is 
urgently needed for a detailed understanding of service producers, their 
practices and their problems, within the context of existing policies, in 
order to speed up growth of the sector and of interlinking sectors for 
overall economic development. This understanding is pertinent if services 
are important for economic development. It has been demonstrated that 
the high correlation between service growth and GDP growth is 
undisputed; and that the higher the per capita income the larger is the 
services sector (Kuznets 1971). Tentative findings from a study by the 
University of Malaya shows that a lead-lag relationship did exist between 
services growth and GDP growth. It was characterized by a four year 
lead and one year lag using Malaysian data. A one year lead and one 
year lag was found when Singapore data was used. But the research 
methodology when applied to disaggregate subsector data failed to 
produce any discernible pattern for industry or subsector levels (Yap 
1990). At the current stage of development in ASEAN, it is imperative 
that more research be conducted to examine units within the economy, 
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where services production takes place. The need for studies is urgent if 
recognition is accorded to the ever increasing role of services in future 
economic development. 
Objectives, Scope and Approach Taken 
Objectives of Study 
This publication is based on two years of microeconomic study devoted 
to the goal of elevating understanding of private, intermediate services 
producers, especially in newer service activities in the ASEAN region, 
for the purpose of identifying future development policy directions for 
the sector, at both the macro and micro levels. Two specific but related 
research objectives were pursued, in two phases of the project. 
First, the study attempted to generate primary survey data on private 
establishments that provide producer services that are purchased 
primarily as inputs by other business units and not for final consumption. 
Within available resources, only one country could be examined at the 
firm level; and Malaysia was chosen with the hope that similar future 
work could be conducted in the rest of the region. Basically, the first 
objective focussed on knowing the profile and performance of firms, 
operating in important intermediate producer or business service 
industries. Special attention was given to newer services within the 
context of a developing economy. Information on current practices and 
concerns in the production, supply, delivery and marketing of producer 
services, would serve as crucial input for effective government incentives, 
support programs and regulation. Intervention without knowledge of 
the relationships among variables at the industry or firm level may be 
futile in a developing context, where government signals are vital for 
industry decisions. It was equally important to find out whether service 
producing firms were aware of existing policies in the environment and 
the kind of assistance that could be offered for their future development. 
Empirical policy issues that impinged upon their services production and 
marketing systems, including their business goals, management strategies 
and their competitive priorities for the future, were also examined. 
Second, the study selected three specific intermediate producer service 
industries, namely, market research, advertising and accounting, as case 
industries for in-depth analysis of market structures. The analysis would 
include the factors that affect market entry, the supply and the demand 
conditions in the particular markets for the purpose of understanding 
conditions of competitiveness within the region and internationally. The 
role of technological change and government policy in promoting services 
trade, were examined along with the obstacles encountered. As primary 
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data generated from the survey of phase one would not be sufficient for 
policy consideration due to international trade pressures, analysis of the 
three industries within ASEAN, would serve as examples or references 
for other producer services industries in the region. 
Scope and Coverage 
The reasons for focusing on newer intermediate services were more than 
the fact that many of them are relatively new. Undoubtedly new 
technologies, new innovations, new management approaches and new 
government policies have given rise to new capabilities and new 
producer services. But of greater importance is the tremendous response 
or acceptance of the new changes, as reflected by rising demand and 
potential demand for innovative business services, by industries in 
agriculture, manufacturing and services themselves. More and more 
services that were previously produced in-house by manufacturers, 
trading firms, banks, hospitals etc. are being sourced externally. Many 
services formerly inaccessible to, or beyond the budget of smaller 
businesses, have become readily available. The externalization of services 
and the drawing together of numerous business entities, including small 
ones, into a "network" through modes of service supplies, are forces that 
are forging the emergence of yet newer services, both intermediate and 
final, to the extent that services can no longer be regarded as appendages 
but are significant economic activities in their own right. Also, many of 
the newer services, especially those involving informatics and professional 
business services, are opening up business opportunities through im- 
provement of information flow, mobility of capital and of manpower. The 
multiplier effects cannot be ignored. The use of emerging producer 
services are expected to improve competitivenes, especially through 
higher productivity and better management control. 
The reason for excluding basic social services such as health and 
education was not because they are less important, but rather they have 
been studied from time to time for development planning purposes (Fong 
et al. 1981). Provision of personal services mainly to final consumers by 
highly competitive, often small enterprises are not entirely unknown (Toh 
1985, Sieh 1974, 1979). Despite recent innovative efforts by large 
corporations in providing selected final services, both social and personal, 
through new ways, consumer services are outside the scope of the present 
study. 
Amongst intermediate services, firmly established infrastructural 
services that are operated by the public sector such as public utilities, 
rail and port services also have been examined from time to time (Fong 
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et al.1981). The down-play of government administrative services, utilities 
and infrastructural services of the public sector in this study, was also 
because of the institutional nature of the service providers. They need 
to achieve national or social objectives; they are preoccupied with non- 
economic operational targets; and they require complex evaluation of their 
strategies and performance. Long established and well documented 
intermediate services - such as commercial banking and major trans- 
portation services - though important, would not be analyzed in depth. 
Important financial services traditionally provided by banks and insurance 
companies, in the private sector, are continuously scrutinized and 
monitored by the government for regulatory reasons. 
However, research has hardly begun for other newer producer and 
intermediate business services bought by firms, where the providers, 
primarily from the private sector, and their operations are not subject to 
close supervision by the authorities under normal circumstances. 
Examples include the distributive trades, certain transport services, non- 
bank financial services, certain communication services, and a wide 
assortment of professional business services. Such intermediate services 
virtually require greenfield research. The dearth of knowledge on formal 
service establishments suggested that informal, non-monetized services 
be excluded from the study despite their recognized role in the "grey" 
economy. 
Central attention were given to newer, private intermediate producer 
and business service industries with positive demand potentials, where 
rapid changes are expected in the near future, and from which multiplier 
effects of economic growth are possible. They included small to medium 
sized firms that operated on relatively high levels of skill, knowledge, 
technology or information. The issues concerning their competitiveness 
and tradeability cannot be avoided given the current pressure for services 
trade expansion and imminent regulation within an international multi- 
lateral framework. 
Methodology and Data Sources 
The research on producer services in the ASEAN region was conducted 
in two main phases. Phase one aimed to gather data from 150 service 
producing establishments or business units, by a survey conducted 
between October and December 1989 throughout Peninsular Malaysia. 
A well developed, highly structured questionnaire comprising mostly 
close-ended, self-answering questions directed at the highest ranking 
executive, was delivered in person to 1200 service producing firms that 
were selected following a weighted stratified sampling procedure. 
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Despite the difficulties of depending on information provided by firms, 
the absence of disaggregated data for the first objective of the research 
made it necessary to obtain data directly from service producers. The 
firms were selected from a sampling frame based on secondary data 
including the Buku Kompass (a comprehensive business directory) and the 
Yellow Pages of the telephone directory. Weights for sampling, based on 
the services industries' relative importance in share of GDP, were obtained 
from the latest Input-Output Tables of 1983 published in 1988. They were 
however adjusted to ensure representation of the diverse sub-industries 
in the services sector. 
Great care was exercised in developing and pretesting the survey 
questionnaire. Extensive review of available literature; reports of censuses 
and surveys, and discussions with relevant government departments, 
authorities, trade associations, professional bodies, service producing and 
service purchasing firms were conducted. 
Although the response rate was 15%, that is, 178 of 1200 eligible 
service establishments, only 12.25% or 147 were eventually analyzed. To 
ensure data quality, findings were verified against views of knowledge- 
able individuals. Data collected included company background, situation 
of initial establishment, present business performance, market and 
competition, strategies and priorities, environment including policies and 
regulations, operations and service delivery, and human resource issues. 
Details of the survey are elaborated in Chapter Two. 
In phase two, three specific producer services industries namely, 
market research, advertising and accounting were chosen for detailed 
analysis of market structures and competitiveness at the national, regional 
and international levels. Face-to-face, lengthy unstructured interviews, 
following a set of open-ended questions sent a week ahead, were 
conducted with 35 individuals from April to June 1990. They included 
top industry leaders, professional bodies and government officials in the 
ASEAN capitals except Brunei as detailed in Chapters Five and Six. 
Information collected covered market structure, domestic competition and 
recent trends, regional and international competitiveness for trade in 
services, barriers to trade, and ideas for developing professional business 
service industries in the region and increasing their international 
competitiveness. 
Concepts, Definitions and Classifications of Services 
Evolution of the Service Concept 
The concept of services has changed drastically over time from one of 
unproductive waste that did not play any key role in generating wealth 
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in a nation (Smith 1776), to that of being crucial economic activities or 
processes that interlink or connect other productive activities within the 
economy (Riddle 1986) and with the global economy (Sampson and Snape 
1985). To Adam Smith, who disregarded services in favour of manufac- 
turing and agriculture as the main engines of economic growth and 
wealth, economic productivity thrived mainly on increased capital 
formation through increased savings, and labour specialization through 
division of labour. 
In the 1930's, Fischer, Clark and others recognized services as part of 
a "three sector" model economy that comprised agriculture and mining, 
secondly manufacturing and thirdly services. But services remained 
insignificant with only a "residual" or "tertiary" role after the primary 
agriculture and extractive sector, and the secondary manufacturing sector. 
Not only were services described as unimportant left over activities (Clark 
1940), they were even considered "liabilities" to economic growth that 
resulted from past affluence, during the depression of the thirties (Fischer 
1930). 
The sixties saw Fuch coining the term "service economy" in des- 
cribing countries whose services sectors represented substantial portions 
of their GDPs (Fuch 1968). This marked the beginning of conceptualizing 
services as productive. But the growth of tertiary sector employment was 
interpreted as a reflection of the problems of manufacturing rather than 
vitality of the services sector (Miles 1985). As the growing proportion of 
jobs in the tertiary sector was thought to be either a consequence of 
declining manufacturing employment or a shift in comparative advantage 
from goods to services production, the policy conclusion for industrial 
countries with declining performance in manufacturing was to strive for 
reindustrialization. 
By the seventies, the growth of the services sector was referred to as 
a "post industrial phenomenon" (Bell 1974). Service activities were 
regarded as essential for other economic activities and for the quality of 
life, thus the need to reinvigorate rather than to reindustrialize economies 
(Miles 1985). 
More recently in the eighties, services were even thought to be 
proactive activities that led economic growth (Riddle 1986). 
Manufacturing production would not be possible without the services of 
financial subsectors that pooled together impersonal sources of funds 
through the capital market, and transformed them into investment. 
Movement of raw materials for manufacturing and distribution of goods 
produced could not occur if major infrastructural services such as trans- 
portation and communication remained undeveloped. Services are vital 
not only for ensuring the smooth functioning of other sectors but are 
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important stimulants for other econ,)mic activities, thus "service led 
growth". 
Variety of Definitions 
Although economists have almost generally accepted that services are 
essentially intangible output, they have great difficulties in agreeing to a 
common definition (Sapir 1980). Despite recognition of the growing im- 
portance of services and the use of terms such as service industry, service 
products, service occupations and service functions (Gershuny and Miles 
1983), the absence of a widely acceptable definition may be due to the 
more diffused nature and the less readily identifiable characteristics of 
services output. Theoretical attempts have approached the definitional 
problem in several ways. The most conventional approach is to define 
services output in terms of what it is not - that is, not agriculture, mining, 
manufacturing and construction. Others have tried to identify services 
by distinguishing them from goods. Differences include perishability of 
services as they cannot be inventoried, place inflexibility hence immobility 
of services, interactive roles of service providers and recipients, simul- 
taneity of production and consumption and degree of labour and skill 
intensities (Herman and Holst 1984). Smith (1973) even tried to describe 
the differences using quantifiable characteristics, such as high value added 
to total inputs ratio, high labour intensity, high proportions of female, 
self-employed, part time labour, and a low dependence on physical 
indicators for the measurement of real output. But the difficulty is that 
the universality of these characteristics are not yet established. 
Others have relied on distinctiveness of service sector activities or 
their output for their definition. They may include unique features of 
service sector inputs, or distinctive production processes involved, or the 
particular purpose served by the process, or the nature of their outputs. 
Hill (1977) for example, defined a service as "... a change in the condition 
of a person, or of a good belonging to some economic unit, which is 
brought about as a result of the activity of some other economic unit, 
with the prior agreement of the former persons or economic unit". Along 
similar lines, Riddle (1986) introduced a broad definition thus: "Services 
are economic activities that provide time, place and form utility while 
bringing about a change in or for the recipient of the service. Services 
are produced by (1) the producer acting for the recipient; (2) the recipient 
providing part of the labour; and/or (3) the recipient and the producer 
creating the service in interaction." 
Definitions have therefore appeared ambiguous and arbitrary as they 
are formed in ways that satisfy special needs or purpose. Apart from 
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the diversity and heterogeneity of services in their relation to persons, 
goods, location, forms and conditions of production and demand, the 
changing perception of services over time due to some of the factors 
discussed in the opening paragraphs of this chapter, has not only further 
complicated the problem of trying to define services but rendered 
classification and empirical statistical measurement meaningless. 
Classification of Services 
Classification schemes suggested for service activities have been based 
on type of production (Fischer-Clark 1935, 1940, Fuchs 1968, Sabolo 1975); 
type of consumption (Singer 1971); type of function (Foote and Hatt 1953, 
Katouzian 1970, Browning and Singelmann 1975); type of activity (Barcet 
and Bonamy 1985); type of relationship with other economic activities 
(Riddle 1986); and type of relationship with the global economy (Sampson 
and Snape 1985). An excellent review of these schemes is provided by 
Riddle (1986). 
The value of a classification scheme lies in the availability of data if 
put into practice and in its usefulness in facilitating policy formulation 
and implementation. It is therefore not surprising that most empirical 
classification rely heavily on current national accounting data as their 
starting point for domestic economic issues such as development, and 
on balance of payments for international issues such as trade. 
UNCTAD (1985) has deliberated at length on the conceptual problems 
involved in the use of national accounts classification of services. At least 
four alternatives have been suggested. Services may be defined narrowly 
to include all economic activities other than agriculture, forestry, hunting 
and fishing; mining and quarrying; manufacturing; construction; utilities; 
public administration and defence. The difficulty of this narrow 
classification arises when international comparisons are made, because 
in some countries the private sector provides services that are provided 
by the government in most other countries. The second definition extends 
to include utilities on the grounds that they are essential to production 
of most goods and services despite their supply by publicly controlled 
monopolies or state enterprises. The third is stretched further to include 
public administration and defence whilst the broadest definition covers 
even construction. In reality, construction like many other services, can 
be disaggregated into a service component such as engineering design, 
and a goods component such as building materials. 
Irrespective of the width of definition, the use of national accounts 
classification inherently underreports the size of the domestic service 
sector by the amount of service value produced by manufacturing firms 
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that are recorded as manufacturing rather than service product. The 
problem of the ongoing shift of intra-firm services to inter-firm trans- 
actions will also be seen, if data over time is employed. Also, many 
services previously performed in the home and not recorded in national 
accounts, but are now provided professionally and included in the 
statistics, would overstate the real growth in the service sector despite 
no real change in total output of such activities. International comparison 
would be problematic due to differing rates of female participation in 
the labour force and dissimilar reporting practices. 
For the Present Study 
For the purpose of this study, conceptually, services are crucial economic 
activities in their own right that provide distinctive time, place and form 
utility while bringing about a change in or for the recipient of the service. 
They comprise all economic activities other than agriculture-forestry- 
hunting-fishing, mining-quarrying, and manufacturing. This corresponds 
with the broadest definition discussed above. 
Producer services are those services that are primarily bought by 
intermediate buyers, usually firms, for the conduct of their own business 
operations rather than for final consumption by individuals. They are 
primarily purchased by other producers for the purpose of being 
consumed in further rounds of production. It is recognized that producer 
services typically and mainly bought by intermediate buyers, are 
sometimes purchased for final consumption, for example, legal and tax 
advisory services; and that final services are also bought by businesses 
such as hotel and vehicle repair. The determining criterion is that the 
bulk of the producer services output in terms of value, are taken in as 
inputs by intermediate buyers who are the important clients of those 
service providers, not final buyers. A few large hotels that cater mainly 
to business clients with conference and business facilities were included 
in the phase one survey. Similarly, "dwellings" referred to agents who 
service business and commercial clients. Throughout this book, the terms 
intermediate services, producer services and business services are used 
almost interchangeably despite their strict conceptual differences. 
In conducting the study, the scarcity of meaningful preliminary data 
precluded any choice of service classification. For the survey of Malaysian 
firms in phase one, the most relevant, comprehensive, available and 
usable data set was the latest 1983 Input-Output Tables based on national 
accounts data, published in 1988 by the Department of Statistics of 
Malaysia. They were sufficiently detailed to enable the exclusion of 
producer services outside the scope of the study, namely banking, public 
38 PRODUCER SERVICES DEVELOPMENT AND TRADE 
utilities, government services, administration and defence; and for 
determining finer relative weights of service industries that were included. 
The next two chapters of this book focuss on profile, performance, 
practices and problems of producer services in one of the ASEAN 
countries, namely Malaysia. Chapter Four discusses the goals, strategies 
and future direction of producer services in the context of policies in the 
Malaysian environment. Following, Chapters Five and Six examine the 
market structures, competitiveness, trade barriers and trade possibilities 
of ASEAN producer services, regionally and internationally, of three case 
industries. The last chapter concludes with discussion on policy impli- 
cations for development of producer services both domestically and in 
the wider global economic environment. 
PROFILE AND PERFORMANCE 
OF SERVICE PRODUCERS 
Survey of Intermediate Service Producers in Malaysia 
The survey of intermediate services establishments in Malaysia required 
nearly seven months of preparatory work before actual field data 
collection in the last quarter of 1989. Three important tasks during the 
initial stages included identification of key producer services, selection 
of a sample of producer services firms and developing a questionnaire 
for variables to be studied. 
Identification of Key Producer Services 
Despite attempts to select producer services according to criteria such as 
share of GDP and employment, linkages with other industries, existing 
or potential contribution towards export or import substitution, that is 
tradeability, and significance in the context of Malaysia's New Economic 
Policy, the absence of suitable preliminary data for our purpose compelled 
the necessity of examining the range of services as listed in the 1983 Input- 
Output Table which was the latest published by the Department of 
Statistics. They were probably the most reliable, comprehensive, relevant 
and employable data set available. Discussions were also conducted with 
government departments such as the Ministry of Trade and Industry, 
Ministry of Finance, Economic Planning Unit in the Prime Minister's 
Department, Bank Negara and other research organizations such as the 
Malaysian Institute for Economic Research. Data from past censuses and 
surveys of selected services, professional services, institutions, and other 
statistical sources were reviewed. 
From the 1983 Input-Output Tables, 10 out of the 22 industries listed 
were regarded as producer or business services, that is, services mainly 
for other businesses rather than for final consumers. The rest were 
excluded either because they were solely or primarily for final consumers 
or they were outside the scope of study such as banking, public utilities, 
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government or public sector services. The relative importance of the 10 
producer services industries in the economy were determined by their 
contribution to value added as given by the input-output statistics. Their 
ranking was very closely correlated with their relative importance in terms 
of gross value of output. 
The value added of the 10 industries served as the basis for assigning 
weights to the industries when sampling service firms for inclusion in 
the survey. In line with the interest on newer producer services, relatively 
established industries such as distributive trade, hotel and transport were 
given only half their weights, whilst newer services such as communi- 
cation were assigned twice, other services three times and business 
services four times their weights by value added. Table 2.0 summarizes 
the weightage of the industries in the sample. 
Selection of a Sample of Service Firms to be Surveyed 
The sample size for the survey was set at 150 service firms as permitted 
by resources and time. However, in view of expected difficulties of non- 
response, incomplete response, indefinite delays, relocation, errors and 
omissions, it was decided to select 8 times the desired sample size. Nearly 
1200 firms were selected according to the weightage as indicated in Table 
2.0. 
Two main directories were employed for sampling, the Buku Kompass 
Malaysia, 13th. edition, published by Berita Kompass Sdn. Bhd., Kuala 
Lumpur, 1989; and the Yellow Pages, published by Syarikat Telekom 
Malaysia, Kuala Lumpur 1988 as the 1989 directory was not published 
due to failure of the publisher to meet contract. It was decided to obtain 
70% of the sample, that is, 840 firms from Buku Kompass Malaysia, and 
30%, that is, 360 firms from the Yellow Pages. This was because as many 
as half of the firms in the former had information on employment size, 
location, market or paid up capital whereas firms listed in the latter had 
only location and advertisements to indicate size and type of services 
provided. 
For the selection of 840 firms from Buku Kompass Malaysia, first the 
categories and subcategories of industries contained therein were matched 
with or grouped according to the 10 industries of the Input-Output Tables 
which formed the basis for defining industry groups. In so doing, only 
categories relevant for the objective and scope of the study were included. 
For instance, commercial banks were excluded as they were outside the 
scope of the study. On the other hand, hotels with conference facilities 
that cater to business buyers were included, despite the fact that they 
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For each of the 10 industries, the number of firms required for the 
sample were selected from the relevant categories and subcategories 
according to the sampling ratio for that industry. To ensure that every 
relevant category and subcategory was represented, at least 1 firm was 
selected from every subcategory. The sampling ratio for each of the 10 
industries was obtained by dividing the total number of firms listed under 
the corresponding categories and/or subcategories for the industry by 
the number of firms required from that industry. For example, in the 
case of non-bank finance, 187 firms were found under the categories and 
subcategories of finance relevant for the study. As 77 financial firms were 
required from Buku Kompass Malaysia, one out of every two were first 
chosen according to their order in the list whilst the rest were selected 
without any specific order. However, in the case of business services, 
235 firms were included because of the need to include at least 1 firm 
from each of the 89 subcategories. 
To select 360 firms from the Yellow Pages, the total number of pages 
that listed firms of each industry was first noted. When divided by the 
number of firms required from the Yellow Pages for that industry, the 
number of pages from which to select firms was determined. Apart from 
location, firms were chosen on the basis of information provided in their 
advertisements. The number of telephone lines and the size of their 
advertising space were indicators of their relative size. Due to the limited 
number of firms listed under "hotels" and "repair of vehicles" in Buku 
Kompass Malaysia, proportionately more than 30% of the firms in the two 
industries were selected from the Yellow Pages to make up the shortfall 
in the former. 
The sampling for each industry was monitored following location and 
size to ensure fair distribution. Location as determined from their 
addresses, was divided into the northern region with 117 firms, the central 
region with 873 firms, the southern region with 168 firms, and the eastern 
region with 42 firms. Size was classified in terms of either number of 
employees or paid up capital. Large was defined as 100 or more 
employees or over R$2.5 million paid up capital, medium as 51 to 99 
employees or between R$05 million and R$25 million paid up capital, 
and small as 50 and fewer employees or less than R$05 million paid up 
capital. 
Despite detailed planning and effort in sampling, the final list of 1200 
firms sampled throughout Peninsular Malaysia was not as useful as a 
similar list that might be drawn up for manufacturing or agriculture. The 
reasons included first, incomplete coverage of and outdated directories; 
secondly, change of addresses of many firms due to changes in rental of 
office space, hence unusually large number of relocations; thirdly, absence 
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of alternative sources for cross checking; and fourthly, difficulties in 
determining industry category of firms accurately due to the range of 
services produced by a single firm. 
Developing a Survey Instrument 
For data collection at the firm level, a highly structured questionnaire 
targeted for the chief executive, or his representative, was developed after 
several rounds of testing on eight sequential drafts. Primarily close-ended 
questions that could be either self-answered or used for face-to-face 
interview by the research team, were used to probe opinions, factors or 
reasons. Multiple choice answers in Likert-type scales were employed. 
The final survey instrument comprised questions grouped under the 
following heads: 
General Background of Business 
Initial Establishment and Present Performance 
Market and Competition 
Strategies and Priorities 
Environment (including policies & regulations) 
Operations and Service Delivery 
Personnel 
The questionnaire however, suffered from several inevitable weaknesses 
which also explained difficulties encountered in its administration. 
Conceptual Problems: As research in services had begun only in recent 
years and as definitions of concepts were still being evolved, it was not 
easy to formulate questions without ambiguities. From the point of view 
of service firms, some of the questions appeared to tread on rather 
unfamiliar grounds. This applied even to classification of their business 
as services. 
Scope of Questions: Due to the exploratory, data gathering approach 
of the study, it was inevitable that the questionnaire covered a relatively 
broad spectrum of issues pertaining to the environment of the firms, their 
internal management strategies and their concerns. This resulted in a 
longer than ideal questionnaire. Moreover, as open-ended questions 
probably would not bring forth results of relevance nor of much depth, 
the list of hypothetically possible answers for close-ended questions 
definitely lengthened the survey instrument. 
Diversity of Industries: The heterogeneity of the services sector had 
caused the inclusion of questions that might be applicable to some but 
totally irrelevant for others. On the other hand, it was difficult to justify 
separate industry-specific questionnaires for a broad scale survey in phase 
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one, on a wide range of industries especially when the number of firms 
for each industry was small. 
Length of Questionnaire: The usual problems of administering a long 
questionnaire had to be carefully handled by the research team. Apart 
from difficulties of obtaining fully completed returns during the 
fieldwork, the questionnaires necessitated great care during the data 
processing stage. 
Field Survey Difficulties 
Primary data collection in the field amongst selected service firms was 
conducted mainly from October to December 1989. Retrieval of 
completed questionnaires continued into January 1990. Selected firms 
were approached to fill questionnaires themselves or be personally 
interviewed, after objectives of the study were explained. They were 
located as far north as Penang and Province Wellesley, as far south as 
Johore Baru and as far east as Kuantan. The Klang Valley stretching from 
Kuala Lumpur to Port Klang had the biggest number of potential 
respondents as expected. Of the 178 questionnaires returned, 147 were 
processed for analysis whilst 31 were not usable. The response rate of 
nearly 15% was commendable considering the inexperience of such a 
study. To ensure data accuracy, only 12; % was actually analyzed. 
Conceptual problems were the most serious obstacles encountered. 
Difficulties of service firms in understanding questions at a conceptual 
level, hindered progress of the survey. Most of the respondents expressed 
curiosity and surprise at interest shown in their business as they were 
never surveyed in such a manner before. Many of those contacted 
showed willingness to cooperate. But eventually many failed to complete 
the questionnaire because they could not fully comprehend questions, or 
were unwilling to disclose answers, or did not see relevance of questions 
to their type of business. Although it was true that some questions were 
totally not applicable to certain services, many others were dismissed 
simply because the firms did not ever think about them and were unable 
to provide an answer. An extreme example was when a construction 
firm categorically stated that they did not fall within the ambit of the 
research because they were "not in services but only erected buildings." 
Secondly, it was obvious that unlike manufacturing firms who were 
frequently surveyed, most of the service firms were not familiar with 
answering questionnaires at all. This necessitated careful editing and 
cross checking of answers, including frequent reference back to the firms, 
before further processing. 
Thirdly, the lack of experience with surveys in turn contributed to 
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fear of releasing "business sensitive" or "confidential" information despite 
assurances given. The poor responsa for financial data was expected. 
Eventually about half of the processed questionnaires had some usable 
financial data. But even indication of categories of operation related data, 
were considered risky by many, especially amongst professional services. 
Fourthly, amongst firms who tried to respond, many took weeks to 
provide answers because they were not readily available. This resulted 
in the slow rate of retrieval of the survey questionnaires. Moreover, the 
delays saw inevitable loss of interest and motivation in completing the 
questions. 
Fifth, there were obvious signs that many of the issues raised were 
not given much thought before. Contradictory answers were rampant 
especially when addressing government policies. This might cast doubts 
on selected sections of subsequent analysis and findings. But such 
problems were to be expected for a study on a relatively new area of 
development. Also, many of the service firms included were small scale 
enterprises. 
Sixth, from the angle of the research team, interviewing service firms 
was a totally unfamiliar task. The need to reach a senior partner or high 
level professional made the work even harder. Considerable persuasive 
techniques had to be employed. Patience in following up either 
personally or through the phone had to be exercised. Moreover, a good 
understanding of the questions themselves together with pre-survey 
training were necessary to cope with misunderstandings on the part of 
interviewees. The field surveyors particularly had to cope with and accept 
the frustration stemming from the high rate of non-response in relation 
to the time and effort spent. 
To ensure high quality data, checking and editing of completed 
questionnaires took longer than usual due to the need to cross-check 
within each questionnaire and to refer back to firms for verification. The 
length of the questionnaire itself contributed to the problems of coding 
and cleaning of the data. Basic frequency tabulations and cross-tabulations 
produced showed that the statistics were of as good a quality as can be 
expected, as the number of missing cases for firm level, particularly 
financial data, could be avoided. 
Profile of Services Firms Surveyed 
Main Line of Service Businesses 
In 1990, the services sector of Malaysia was estimated at $26.9 billion 
ringgit representing 45% of GDP at factor cost and 47% in terms of total 
employment. As before, government services and distributive trade, were 
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the largest contributors to the sector each accounting for 11% of GDP and 
13% of employment. Finance, real estate and business services repre- 
sented 9% of GDP and 3% of employment whilst transport, storage and 
communication constituted 7% of GDP and 4% of employment (Economic 
Report 1989). 
The findings of the present study based on 147 producer services 
firms or establishments were intended to provide a better understanding 
of service producing units within the economy rather than to represent 
statistically the population of producer service firms in Malaysia. The 
emphasis on relatively newer services and on inclusion of diverse pro- 
ducer services activities in the sampling procedure have resulted in the 
heavy representation of professional business services. They constituted 
46% of the respondents. Professional businesses included in the sample 
engaged in management, financial, personnel, recruitment and training 
consultancy; different types of engineering consultancy; advertising, 
accounting-tax, market research and legal services. Communication 
service establishments made up the second largest group of 12%. They 
comprised courier services, telecommunications, etc. Relatively older and 
established services such as distributive trade and transportation services 
accounted for only 10% and 6% respectively due to the smaller weight 
assigned to them. Distribution trade included exporters, wholesalers, 
importers, and agents; whilst the transportation services included railway, 
air, land and water transport. Computer-information which included 
software development, data processing and computing services accounted 
for another 8%. Non-bank finance constituted 6%, which included 
insurance, leasing, factoring and other financial services. "Other services" 
comprised firms engaged in construction, real estate, vehicle and 
machinery repair, and hotels with business convention facilities. They 
accounted for the remaining 11% of the respondents. The number of firms 
surveyed for different service industries are presented in Table 2.1. 
Business Organization 
As many as 65% of the sample were entirely independent firms or 
divisions of independent firms, as would be expected of professional and 
business services firms. But the finding that over a quarter were either 
divisions of subsidiaries or entire subsidiaries belonging to larger 
corporate groups was important. Table 2.2. It suggests that the common 
believe that: services firms were small and thus independent must be 
reassessed. Clearly, larger corporations were emerging as important 
providers and managers of services intended for other producers or 
business buyers in the economy through subsidiaries; and they would 
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Table 2.1 
The Main Lines of Producer Services Businesses 
47 
No. of firms % 
a) Distributive trade 15 10.2 
b) Transportation 9 6.1 
c) Communication 18 12.2 
d) Computer and information 12 8.2 
e) Non-bank finance and insurance 9 6.1 
f) Professional business services 68 46.3 
g) Others 16 10.9 
Total 147 100.0 
Table 2.2 
Description of Business Organization 
No. of firms % 
a) Division of an independent firm 4 3.1 
b) Entire independent firm 81 62.3 
c) Division of subsidiary that belongs 
to a larger group of companies 
8 6.1 
c) Entire subsidiary that belongs 
to a larger group of companies 
26 20.0 
d) Others 11 8.5 
Total 130 100.0 
have the potential of playing a more significant role in the future. The 
participation of large firms indicates that technological and capital require- 
ments for business services production would be important determinants 
of the supply structure. 
As expected, intercompany ties may not be as strong as in manufac- 
turing where operations are substantially larger and where the 
management of tangible assets involves more time. A 1987 survey of 
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118 manufacturing firms revealed that 52%0 of the business units belonged 
to another larger company, compared to the present finding of around 
25% of interlinked services firms. But the manufacturing establishments 
surveyed were primarily large as compared to the smaller sized services 
firms surveyed (Sieh and Tho 1987). Nevertheless, this comparison may 
suggest that with expansion of the services sector, more intra-firm linkages 
would take place, particularly across sectors. 
At the time of the survey, nearly 37% of the establishments had two 
or more branches of service operation in Malaysia. They were mainly 
observable amongst the more traditional and longer established industries 
such as non-bank finance companies, distributive trades and transport 
firms. These industries had 78%, 67% and 56% of their respective firms 
in the sample with two or more branches in Malaysia. Another 37% of 
the surveye firms operated only one branch within the country. Evidently, 
computer-information services, and professional businesses were newer 
industries that were beginning to provide work from more than one 
location, as 67% and 51% of their respective firms reported having one 
local branch each. 
But 31% of the firms continued without any branch establishments 
in Malaysia. The nature of the services offered by those classed under 
"other services", where 60% had no branches, explains the finding because 
service provider mobility in the case of construction and machinery repair, 
and customer movement in the case of hotel business convention services 
would not require multi-site operation in the relatively small Malaysian 
market. The proportion of nearly 36% of professional services without 
local branches is attributable to the preponderance of small practices in 
law and accounting, often run by partnerships of two to three or even 
one man proprietorships. 
Undoubtedly, producer services of Malaysia catered primarily to the 
domestic market as 89% of the firms surveyed did not have any branch 
outside the country. Traditional distributive trade and non-bank finance 
appeared to have stopped at the national boundary despite their extensive 
domestic network. But computer-information, and professional services 
showed signs of moving outward despite being relatively new. Pro- 
portionally more amongst communication firms operated branches in 
foreign countries. External presence was probably necessitated by the 
nature of their business. 
Size of Producer Services Firms 
The bulk of producer services establishments in Malaysia would be 
considered small either in terms of paid up capital, shareholders funds 
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or net assets, or in terms of their operating revenue - yardsticks that 
are commonly used for manufacturing. There could be reasons to change 
the markings on the scales conventionally applied to manufacturing 
because of different technological and capital requirements for services 
production. Nevertheless, by the usual measures, the proportion of 
services firms that was large was sizeable enough not to be dismissed as 
random. 
Newer industries such as professional services and computer- 
information fell mainly in the small category with paid up capital of less 
than half a million ringgit. The majority of transportation and other 
services firms were also small. As many as 17% of the sample were 
medium sized with between half a million to 2.5 million ringgit of paid 
up capital. 42% of communication firms were medium sized probably 
due to their overseas branches. At least 16%0 of the service establish- 
ments surveyed could be considered large with more that 2.5 million 
ringgit paid up capital. By virtue of their business that involved 
investments and funds flow, non-bank finance establishments were 
mainly large. 
In terms of shareholders funds or net assets, 52% of the firms sur- 
veyed would be categorized as small with less than half a million ringgit, 
whilst 15% would be medium with half a million to 2.5 million ringgit. 
The majority representing 74% of professional services and 60% of 
computer-information services remained as small. As many as 33% were 
large in terms of shareholders fund that exceeded 2.5 million ringgit. They 
comprised non-bank finance, communication and distributive trades. 
Taking the sample as a whole, real estate and plant accounted for an 
average of 41% of their tangible assets, whilst inventories constituted 
nearly 39%. Machinery, equipment and office fixture represented 38% 
with transport equipment around 21 %. 
When the volume of business estimated from sales revenue is 
considered, 46% of the establishments operated on less than 1 million 
turnover in 1989,32% between 1 million to below 10 million and 22%0 on 
10 million and above. Professional services had as many as 64% with 
less than 1 million annual revenue each and only 13% with 10 million or 
more. Among computer-information, proportionally more, that is 14% 
managed to move into the large category. 57% of them concentrated in 
the medium category with between 1 million to 10 million ringgit revenue 
per year. Communication services and other services including construc- 
tion and hotels, featured strongly with large revenue, which reflected 
costly tangible inputs for those services. However, majority of the 
traditional distributive trade and transportation firms had revenues in 
the medium category. 
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Sources of Income 
For 114 firms in the sample who provided information, the single most 
important source of income from the service business averaged 84% of 
all their revenue received. Such receipts were for services rendered such 
as fees, charges, fares, commission; or they came from sale of goods 
embodying services such as music and movie recordings; or from goods 
which go hand in hand with the services such as food or clothing; or 
from retail items by distributive trades; or from other income such as 
dividend and interest from assets. The second important source of income 
contributed far lesser, averaging 26% as reported by 53 respondents. The 
third accounted for only 14% amongst 28 of the firms surveyed. Table 
2.3. The great dependence on the largest single source of revenue implies 
that producer services firms were exposed to great risks without a varied 
business base. Business diversification would come about when services 
firms have a longer track record and as new service products are 
introduced in future. 
When asked on the importance of services performed for other 
business units in the company or group of companies, only 9 establish- 
ments indicated that intra-company transfers averaged 31% of their 
income in 1989. This means that although intra-company work was not 
significant for the sample as a whole - as 94% did not indicate any - 
but amongst those who did, in-house demand at 31% could not be 
ignored. Table 2.3. Intra-company transfers were observed to be more 
Table 2.3 






a) Most important 114 84.0 
b) 2nd most important 53 26.0 
c) 3rd most important 28 13.8 
d) Others 11 4.2 
Total 206 100.0 
*May be: "sale of goods" (eg. food, clothes, souvenirs...), "rental income", 
"services rendered" (eg. fees, charges, fares, commission...), "interest 
received", "dividends", and many others. 
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important for professional services, communication and non-bank 
financial industries than in computer-information and transportation 
services. None was reported by distributive trade and others. 
When compared to manufacturing firms, intra-company transactions 
of services were not unimportant. The 1987 survey of 118 manufacturing 
firms indicated that amongst those who sold to other business units in 
the company, intra-company transfer averaged 38.7% of their sales; and 
intra-company structural ties were found to be much weaker for service 
firms. The manufacturing sample were also biased towards large firms 
as 70.9% of them had more than $2.5 million ringgit of net assets, 21.7% 
had between half a million to $2.5 million ringgit and only 7.5% were 
small with less than half a million ringgit of net assets (Sieh and Tho 
1987). 
Export Business 
Exports outside Malaysia was reported by 11 of the respondents. 
Although 93% did not sell to foreign buyers, among those who did, 
exports represented a sizeable share of their business at 40%. Table 2.4. 
The finding that 6 of the 11 service exporters were providers of profes- 
sional services whose export income contributed to no less than 10% of 
their revenue, signals the development potential of such services for 
international markets. Unlike communication where overseas work was 
inevitable, and distributive trade where some traditional external links 
were expected, professional services are newer areas that bear hopes for 
future expansion. Attention should be given to explore such possibilities 
with the aim of facilitating and encouraging their development for 
international competition. Computer-information firms surveyed were 
almost entirely directed towards the domestic economy. Transportation, 
non-bank finance and "others" interviewed were not involved outside 
Malaysia at all. 
Table 2.4 
Percentage of the Income (Sales/Revenue) from 
Intra-Company Transfers and from Exports 
No. of firms Mean % of Business 
a) Intra company transfers 9 30.56 
(ending 1989) 
b) Income from export out of 
Malaysia (ending 1989) 11 40.46 
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The 1987 manufacturing survey showed that more than three-quarters 
of the firms exported, with foreign market accounting for 47% of their 
sales on average. Clearly, export of services trailed far behind as only 11 
out of 147 firms ventured to sell overseas. But the observation that 40% 
of their business went to exports seems to suggest possibilities for others 
to consider extending beyond the domestic market. Further analysis is 
needed to understand export potentials of producer services from 
Malaysia. 
Legal Status 
The dominance of private limited companies in every producer services 
industry representing 63% of the 147 firms surveyed, is not unexpected. 
The concentration of computer-information services, with 92%, in private 
limited companies, away from sole proprietorship, suggests the 
recognition of the corporate form of organization despite their small size. 
The general association of smallness with sole proprietorships and 
partnerships which accounted for 16%o and 14% of the sample respectively, 
also corresponded to the earlier findings on size. The conventional mode 
of organizing practice amongst professionals further explains the 
dominance of sole proprietorships and partnerships in their industry 
group when compared with others. Sole proprietorships and partnerships 
together accounted for 44% of all professional business establishments 
surveyed while 53% were private limited companies. Sole proprietorships 
and partnerships were also relatively significant in the distributive trades, 
probably due to the ease of entering the business by small entrepreneurs. 
Although public limited companies accounted for only 3% of the 
sample, the importance of such a legal form among non-bank finance 
firms is attributable to the need for substantial financial capital for their 
operations. The category "others" included large hotels with business 
convention facilities and construction firms that require heavy 
capitalization. Thus, 6% of "other services" were public limited 
companies. However, nearly 2% of professional services were also large 
public companies; and this again points to their feasibility of further 
development. 
The 2%o government owned establishments in the sample were found 
in distributive services, transportation and communication. They 
probably resulted from the fervent creation of public enterprises that 
engaged in various businesses in the seventies. More public enterprises 
would have been included if not for the privatisation policy introduced 
in the mid-eighties (Sieh 1984). Corporatization was one of the several 
methods used for implementing the policy. Other forms of organization 
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Table 2.5 
Legal Status of Producer Service Businesses 
53 
No. of firms % 
a) Sole proprietorship 23 15.6 
b) Partnership 21 14.3 
c) Private limited company 92 62.6 
d) Public limited company 4 2.7 
e) Government owned 3 2.1 
f) Others 4 2.7 
Total 147 100.0 
representing 3% of the sample were found in transportation, communi- 
cation and professional services. See Table 2.5. 
Ownership 
The observation that nearly 79% of the sample of 147 service firms were 
wholly Malaysian owned contrasted sharply with the proportionally 
smaller role of domestic businesses in manufacturing (Sieh and Tho 1986, 
1987). As the number of wholly foreign enterprises was too insignificant 
to be considered separately, they were classed together with joint ventures 
to form only 18% of the sample. The remaining 4 firms did not reveal 
their ownership position. 
Equity ownership of the sample of service firms as a whole was 
predominantly Malaysian. Bumiputera or indigenous holding averaged 
65% in 67 establishments and non-Bumiputera or other ethnic groups 
averaged 76% in 96 firms. These figures testify to the high degree of 
involvement of nationals in the producer services sector as compared to 
their share in manufacturing. If consumer services were included, the 
proportions would be even larger. Considering the development 
experience of the services sector in a relatively unhindered environment 
free from over regulation and without much special assistance from the 
Government (Sieh 1984) - except for industries such as banking, finance 
and utilities, the bulk of which lie outside the scope of the present study - the equity balance in terms of ethnic group testifies to the ability of 
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Bumiputeras in service businesses. Moreover, intermediate producer 
services should be more challenging than final consumer services. 
Foreign ownership definitely prevailed in Malaysian firms providing 
producer services. However, the mean equity percentages of foreigners 
from different countries, as captured by the survey, which generally fell 
below 50%, were based only on a handful of firms. Table 2.6. The figures 
should be treated with great care. 
The almost negligible role of foreign service producers could be 
explained by several factors. The older, distributive trade industry - 
which was once dbminated by foreign agency and trading houses through 
Table 2.6 
Ownership and Management of Producer Service Businesses 
Mean equity Mean management 
in sample in sample 
a) Malaysia (bumiputera) 65.0 (n=67), 58.0 (n=45) 
b) Malaysia (non-bumiputera) 76.0 (n=96) 82.0 (n=83) 
c) Singapore 43.0 (n=4) 18.0 (n=2) 
d) Other ASEAN 48.0 (n=1) - - 
e) Japan 55.0 (n=4) 51.0 (n=2) 
f) Taiwan - - - - 
g) Hong Kong 25.0 (n=2) 10.0 (n=1) 
h) United States 80.0 (n=4) 9.0 (n=2) 
i) Canada - - - - 
j) United Kingdom 46.0 (n=4) 30.0 (n=3) 
k) Other European 20.0 (n=1) 11.0 (n=2) 
1) Rest of the world 52.0 (n=8) 69.0 (n=3) 
Reclassified as 
No. of firms % 
a) Wholly Malaysian 116 78.9 
b) Foreign/Joint venture 27 18.3 
c) Unspecified 4 2.8 
Total 147 100.0 
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their intricate system that ramified almost every sector of the economy 
(Puthucheary 1960) - was reverted to local ownership in the seventies 
and eighties through diverse efforts of corporate restructuring, even 
market raids (Sieh forthcoming). 
The newer communication, computer-information and other services 
which emerged mainly after the introduction of the New Economic Policy - a policy initiated in 1971 partly to safeguard Malaysian interest - 
would have been owned largely by Malaysians. Most professional 
services that are licensed through boards established by the Government 
in the late sixties and early seventies, and self regulated by professional 
bodies, require at least permanent residence in the country or proof of 
relevant local knowledge as a condition for registration. This effectively 
excludes most foreigners. The only service industries where foreign 
interests remained relatively important would be in insurance and 
reinsurance, and other financial services under non-bank finance. This 
was borne out by the survey. 
Foreign Participation 
At least 30 of the 147 firms did indicate various forms of foreign 
involvement. Joint ventures reported by 9 firms appeared most common, 
followed by branch offices reported by 7 firms, then agent or distributor 
by 5, and others such as turnkey project, provision of technical assistance, 
management contract, franchising, licensing, and others. The oldest form 
was branch office establishments where foreign involvement averaged 18 
years. This was followed by licensing averaging 16 years, then technical 
assistance 13 years, others 12 years, and joint ventures 10 years. 
Management contract appeared to be the most recent form of foreign 
involvement, averaging less than a year among respondents in the survey; 
while franchising was second youngest with an average of 4 years. Table 
2.7.1. 
The ways in which returns to foreigners were compensated matched 
their mode of involvement in the service businesses. Participation in 
outcome - such as dividend or profit - as would be expected of joint 
ventures, was reported by 43%0 of those who provided answers. Various 
modes grouped under other forms of payment accounted for 29%. 
Payment that varied with performance ranked third with 14%. Expenses 
such as salary probably for management services rendered, was least 
important as extremely few foreigners would be permitted to have full 
time employment under present immigration and labour regulations. 
Fixed external payment probably for franchising or licensing fee, was 
second last in importance. Table 2.7.2. 
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Table 2.7.1 
Types of Foreign Involvement 
No. of firms Average years 
a) Joint venture 9 10 
b) Branch office 7 18 
c) Management contract 1 0.75 
d) Technical assistance 2 13 
e) Franchise 1 4 
f) Licensing 1 16 
g) Patent/ trademark - - 
h) Agent/ distributor 5 9 
i) Turnkey project 3 8 
j) Others 1 12 
Total 30 
Table 2.7.2 
Forms of Payment to Foreign Participants in 
Producer Service Businesses 
No. of firms % 
a) Fixed external payment 2 9.5 
b) Payment varying with performance 3 14.3 
c) Expense/ salaries payment 1 4.8 
d) Participation in outcome 9 42.9 
e) Participation in rights - - 
f) Other forms of payment 6 28.6 
Total 21 100.0 
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Management 
In response to the question on composition of management who run the 
services establishments in terms of nationality, again Malaysians played 
a significant role. In 83 firms, non-Bumiputeras accounted for an average 
of 82% of their management, whilst Bumiputeras represented an average 
of 58% in 45 firms. By contrast, in the 1987 survey of 118 manufacturing 
firms where an average of 75% of the management were non-Bumiputeras 
and 35% were Bumiputeras, it appears that the services sector could may 
be more amenable for Bumiputera managers as compared to the 
manufacturing sector. Other factors such as firm size, capital, technology 
and other variables such as traits and management style must be 
examined before concrete suggestions can be made. Foreign management 
definitely played some role in the sector, although their figures were 
limited to a few firms and needed further confirmation. Table 2.8. 
The finding that nearly 43% of the sample were run by professional 
managers corroborates the earlier finding that many producer services 
establishments were large, despite the predominance of small ones, even 
by measures used for manufacturing. In all industry groups except 
professional services and "others", salaried managers overwhelmed 
owner-managers and managing partners in being the chief executive 
officer of the business. The greater importance of managing partners for 
prcfessional services is understandable. The slightly more important role 
of owner-managers for "others" might be explained by the success of 
family businesses in construction, business hotels and machinery repair 
services. Owner-managers also featured quite strongly in professional 
Table 2.8 
Chief Executive Officer Responsible for 
Daily Operations of the Business 
No. of firms % 
a) Owner-manager 42 28.4 
b) Managing partner 43 29.1 
c) Salaried manager 63 42.5 
Total 148* 100.0 
* The total exceeds 147 because some respondents gave more than one 
answer. 
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Table 2.9 
Highest Level of Education Completed by 
the Chief Executive Officer 
No. of firms % 
a) Primary 2 1.4 
b) SRP/LCE - - 
c) SPM/MCE 9 6.2 
d) STPM/HSC 8 5.5 
f) Tertiary (Diploma/ Degree) 95 65.5 
g) Postgraduate 31 21.4 
Total 145 100.0 
services, computer- information and distributive trades. Tables 2.8 and 
2.9. The finding that as many as 87% of the chief executive officers defined 
as the highest person responsible to the board, had tertiary education is 
not surprising in view of the reliance on professional managers. 
Age of Business 
An inverse relation was observed between age of service business and 
extent of technological change and advancement in the industry. As many 
as 37% of the sample had been around for more than a decade of which 
more than half were 17 years or older. They showed tendencies of 
belonging to older industries with relatively stable methods of service 
operation, such as transportation, communication, others, non-bank 
finance and distributive trade. Another 32% of the sample could be 
counted as younger businesses of 5 to 10 years old. Non-bank finance 
companies concentrated in this age group, and were predominantly 7 to 
10 years old. The range of rather new financial services engendered by 
capital market and economic development, made possible by compu- 
terization had given rise to a spurt of new financial companies about a 
decade or so ago. Computer-information firms characterized by new, 
rapidly changing technology and innovative professional services, 
amassed in the category of very young enterprises of 4 years and below, 
which constituted 30% of the sample. Table 2.10. 
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Table 2.10 
Year of Establishment of Producer Service Businesses 
No. of firms % 
a) 17 years and above 27 19.4 
b) 11 to 16 years 25 18.0 
c) 7 to 10 years 31 22.3 
d) 5 to 6 years 14 10.1 
e) 4 years and below 42 30.2 
Total 139 100.0 
Recent Performance 
Overall Success 
Over 81% of the services firms surveyed rated themselves as moderately 
to highly successful in achieving their objectives over the last 3 years. 
About 11% thought that they were neither successful nor unsuccessful, 
while nearly 8% viewed themselves as rather or very unsuccessful. Non- 
bank finance reported the highest degree of success, followed by 
computer-information businesses and thirdly, transportation firms. On 
the contrary, distributive industries and professional services indicated 
lowest extent of success. 
The generally favourable self declared positions reflected the 
economic conditions of the late eighties when growth rates exceeded 
projections and an optimistic economic outlook prevailed. Also, among 
the inefficient, many would have been driven out of business in the severe 
recession of 1985 to 1987. A contrasting view is seen when a comparison 
is made with the manufacturing survey during that period, when 
sentiments were poor and despair was obviously rampant (Sieh 1986 and 
1987). 
It is not surprising that the most important contribution to success 
was attributed to market factors. Internal strength of the establishments, 
in terms of design and operations, was the second important reason for 
success. Industries that relied heavily on internal operational strength, 
such as distributive and professional services, appeared to have attained 
a lower degree of success. The third factor for success stemmed from 
ability to recruit and develop highly skilled and professional employees. 
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This is not surprising in view of the increasing shortage of skilled 
personnel as the economy continued to expand after the recession. 
Despite discussions on the role of technology in modern services, ability 
to source new technology for gaining competitive advantage was 
regarded only as fourth among success factors. It is interesting that 
success was not seen to be dependent on the ability of firms to export 
their service products (except for transportation), nor on assistance and 
support from the government (except for "others" probably construction 
and hotels). For the sample as a whole, the ability to export accounted 
for only 6% amongst contributory success factors whilst assistance and 
support of government accounted for only 4%. Tables 2.11 and 2.12. 
Conversely, the most important reason for failure, among service 
firms that indicated that their business unit had been rather or very 
unsuccessful, was unfavourable economic and market conditions (as 
reported by 45% of the firms). The second reason was shortage of finance 
and working capital (19%). Thirdly, the inability to recruit and develop 
highly skilled and professional employees was reported. Despite the 
smallness of service firms surveyed, it is surprising that unlike manufac- 
turing firms where financial problems were most serious followed by 
marketing problems, the reverse appeared true for services. This may 
be explained by the lesser need for initial investment in expensive capital 
equipment, for example by professional services, as compared with 
manufacturing. However, among communication and transportation 
firms, financial problems appeared as serious as unfavourable market 
conditions in obstructing their success. Hindrance from government 
regulations, legislations and acts were blamed for failure by two firms in 
Table 2.11 
Degree of Success in Achieving Objectives over the Last 3 Years 
No of firms % 
a) Highly Successful 19 13.5 
b) Moderately Successful 96 68.1 
c) Neither Successful Nor Unsuccessful 15 10.6 
d) Rather Unsuccessful 9 6.4 
e) Very Unsuccessful 2 1.4 
Total 141 100.0 
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Table 2.12 
Factors Contributing to the Success of 
Successful Producer Service Businesses 
a) Ability to recruit and develop 
highly skilled and professional 
employees 
b) Internal strengths of the 
business unit/establishment 
in terms of its design and 
operations 
c) Ability to source new technology 
to gain competitive advantage 
d) Ability of the business 
unit/establishment to identify 
the needs of the market and 
deliver benefits to be derived 
from the service in a more cost 
effective and efficient way as 
compared to competitors 
e) Ability to export services 
f) Absence of competition in market 
g) Assistance and support from 
the government . 
h) Others 
Total 
No. of firms % 
61 22.0 (n=117) 
72 26.0 (n=117) 
30 10.8 (n=117) 
76 27.4 (n=117) 
16 5.8 (n=117) 
4 1.4 (n=116) 
11 4.0 (n=116) 
7 2.5 (n=116) 
277* 100.0 
*The total exceeds 147 because some respondents gave more than one 
answer. 
distributive trade and one firm in "others". Inability to source new 
technology in order to gain competitive advantage was mentioned by only 
one firm from the "others" category, and strong competition from foreign 
suppliers was expressed by a few firms in professional services. Table 
2.13. 
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Table 2.13 
Factors Contributing to the Failure of 
Unsuccessful Producer Service Businesses 
a) Shortage of finance and 
working capital 
b) Inability to recruit and 
develop highly skilled and 
professional employees 
c) Inability to source new technology 
to gain competitive advantage 
d) Inability of the business 
unit/establishment to identify 
the needs of the market and 
deliver benefits to be derived from 
the service in a more cost 
effective and efficient way 
as compared to competitors 
e) Strong competition from 
foreign suppliers 
f) Hindrance from government 
regulations, legislations and acts 




*Some respondents gave more than one answer. 
Growth 
No. of firms % 
5 18.5 (n=14) 
3 11.1 (n=14) 
1 3.7 (n=14) 
2 7.4 (n=14) 
1 3.7 (n=14) 
1 3.7 (n=14) 
12 44.5 (n=14) 
2 7.4 (n=14) 
27* 100.0 
The changes in business volume of producer services were indicated by 
the mean income of establishments in the sample as a whole. From nearly 
R$1.8 million in 1986, the mean income dropped to R$1.7 million in 1987. 
It shrank further to just under R$1 million in 1988 before recovering to 
R$1.3 million in 1989. The pattern could be explained by an earlier study 
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Table 2.14 
Income (Sales/Revenue) in the Last 4 Financial Years 
Mean in sample (M$) 
a) Year Ending 1986 1,781,883.00 (n=77) 
b) Year Ending 1987 1,720,141.00 (n=85) 
c) Year Ending 1988 959,075.00 (n=93) 
d) Year Ending 1989 1,260,951.00 (n=82) 
at the University of Malaya, where services sector growth was found to 
lead GDP growth by one year and simultaneously lagged GDP growth 
by 4 years; and 1985 was a year of GDP contraction over 1984. Similarly, 
the expansion of services activities in 1989 could have lagged behind GDP 
improvements in post-1986. Table 2.14. 
This survey may provide some insights into the kinds of services that 
lead and those that lag GDP changes - an area which remained 
inconclusive in the earlier study mentioned where macroeconomic time- 
series data was employed. In almost every type of producer services, 
figures for the past four years between 1986 and 1989, showed that 
proportionally fewer firms remained in the category with less than R$1 
million annual revenue. More have joined the ranks of R$1 million to 
just below R$10 million in tandem with growing GDP. An exception was 
noted among non-bank finance, "others" and communication where 
proportionally fewer firms appeared in the intermediate revenue size 
category over the period. Instead, such services firms swelled the category 
with R$10 million revenue or more per year, regardless of the drop in 
GDP growth rate a few years before. They were services that probably 
led rather than lagged economic growth. Distributive trade, computer- 
information services and professional services probably followed the 
direction of economic growth with a lag effect because their share of firms 
with very large revenue shrank before rising again in 1989. 
Between 1988 and 1989, 87% of the establishments surveyed ex- 
perienced growth in sales or revenue and 13% reported sales contraction. 
This showed a much stronger position than the previous two years 
because a smaller percentage, of only 64%, grew; whilst 36% reduced in 
revenue between 1986 and 1987. It was encouraging that even the rates 
of growth had increased with as much as 27% in 1988-89 expanding over 
25%, compared with 17%o in 1986-87 at the same rate. At the slower end, 
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fewer firms had growth that did not surpass 10% in 1988-89 compared 
to two years before. The diminishing figures for contraction of revenue, 
over the period, further showed the comparatively favourable position 
of producer services in the last years of the 1980s, compared with the 
middle of the decade. Table 2.15. 
Table 2.15 
Sales or Revenue Annual Growth Rates for the Last 3 Financial Years 
% of Establishments 
1986-87 1987-88 1988-89 
a) Establishments with 
growth 63.6 83.3 87.3 
b) Establishments with 
contraction 36.4 16.7 12.7 
Percentage of growth or 
contraction 
a) Growth 0- 5% 23.2 23.5 10.8 
b) Growth 6-10% 13.1 13.7 19.6 
c) Growth 11-15% 6.1 10.8 16.7 
d) Growth 16 - 20% 2.0 2.9 7.8 
e) Growth 21-25% 2.0 3.9 4.9 
f) Growth 26 - 30% - 5.9 7.8 
g) Growth over 30% 17.2 22.5 19.6 
a) Contraction 0 - 5% 12.1 6.9 2.9 
b) Contraction 6- 10% 6.1 3.9 2.9 
c) Contraction 11- 15% 6.1 1.0 2.9 
d) Contraction 16 - 20% 1.0 2.0 1.0 
e) Contraction 21- 25% 1.0 1.0 - 
f) Contraction 26 - 30% - 1.0 - 
g) Contraction over 30% 10.1 1.0 2.9 
Total 100.0 100.0 100.0 
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By industry, every service category had half of their firms reporting 
revenue growth in 1986-87, except non-bank finance where only a meagre 
quarter did so. A year later, again non-bank finance had the smallest 
percentage, that was 50%, with growth. For 1988 and 1989 however, all 
industries had no fewer than 80% of the firms enjoying revenue 
expansion, except computer-information services which lagged behind 
with only 75% of their firms surveyed reporting revenue increase. The 
obverse was true for contraction in revenue, as 75% in non-bank finance 
experienced reduction in revenue in 1986-87, and 25% of computer- 
information firms had less revenue in 1988-89. Volatility of demand 
depended on whether services were statutory requirements or not. 
Capacity Utilization 
The trend exhibited by the sample for utilisation of service production 
capacity on average, corroborated the above findings on revenue growth. 
Those with at least 50% excess capacity dropped from 24% to 14% during 
the three year period whilst those using more than 80% of their capacity 
increased from 31% to nearly 47%. Table 2.16. 
Distributive trade appeared to have the least excess capacity, even in 
the worst year of the three year period. Professional services ranked 
second. But communication and transportation faced severe problems 
Table 2.16 
Capacity Utilization during the Last 3 Years 
1986-87 1987-88 1988-89 
No. of % No. of % No. of % 
firms firms firms 
a) 0- 25% 13 15.7 7 8.1 7 7.6 
b) 26- 50% 7 8.4 10 11.6 6 6.5 
c) 51- 60% 14 16.9 11 12.8 11 12.0 
d) 61- 70% 8 9.6 12 14.0 5 5.4 
e) 71- 80% 15 18.1 14 16.3 20 21.7 
f) 81- 90% 6 7.2 11 12.8 17 18.5 
g) 91-100% 20 24.1 21 24.4 26 28.3 
Total 83 100.0 86 100.0 92 100.0 
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in 1986-87, when 40% of the firms reported at least 50% free capacity. 
This might be due to the greater flexibility of distributive trade and 
professional services in reducing operation, without the heavy capital 
investment into fixed assets, as would be expected of communication and 
transportation. When economic conditions improved in 1988-89, propor- 
tionally more firms in computer-information services appeared to utilize 
their capacity to an extent more fully than the rest, possibly due to the 
lag effect. They were followed by "other services". Variation of capacity 
utilisation with economic conditions over the three years appeared rather 
unimportant among distributive trade and non-bank finance, which were 
matured industries that could thrive on past reserves or accumulated 
assets. Fluctuations in capacity utilisation among professional services 
reflected the changing economic environment a little more, though not 
to the extent observed in communication and transportation. This implies 
that professional services lagged GDP growth but to a lesser extent than 
communication and transportation establishments. 
Capacity Expansion 
To improve service production capacity, nearly 77% of the firms indicated 
expansion of capacity in 1988-89, compared to 51% in 1987-88 and 29% 
in 1986-87. Table 2.17. Conversely, only 4% reduced capacity in 1988-89, 
whilst 10% in 1987-88 and nearly 34% did so in 1986-87, due to the shake- 
Table 2.17 
Capacity Change for the Last 3 Years 
1986-87 1987-88 1988-89 
No. of % No. of % No. of % 
firms firms firms 
a) Substantially reduced 14 15.2 2 2.1 - - 
b) Somewhat reduced 17 18.5 7 7.4 4 3.9 
c) Remained the same 34 37.0 38 40.0 20 19.6 
d) Somewhat increased 20 21.7 37 38.9 51 50.0 
e) Substantially increased 7 7.6 11 11.6 27 26.5 
Total 92 100.0 95 100.0 102 100.0 
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out of the severe 1985 recession. In the latest year, establishments 
producing services in communication, distribution, non-bank finance and 
professional work, were the leading expansionary industries. Computer- 
information had proportionally fewest increase and also the biggest 
proportion of firms that reduced their service production capacity. This 
was due to the large proportion of young firms of 6 years or less in the 
industry. Such young firms could have encountered competitive diffi- 
culties caused by the recession, before they had time to plant their roots. 
Transportation had the highest proportion, that was a third, that did not 
undergo capacity change in 1988-89, probably due to indivisibility of their 
assets. Table 2.17. 
MANAGEMENT PRACTICES 
AND CONCERNS OF 
SERVICE PRODUCERS 
The need for disaggregate data in the services sector has prompted 
enquiry into the supply conditions of services. Virtually little is known 
of service producers in terms of their operational practices, financial 
capabilities and personnel conditions. However, services marketing has 
received some attention in recent years (Lovelock 1984). This chapter 
attempts to provide insights into the manner producer services establish- 
ments are managed in the production of services output. Problems 
encountered in the services production processes, such as management 
issues on finance, marketing, operation and personnel within the service 
establishments surveyed, are examined. 
Financing Producer Services Businesses 
Initial Financial Considerations 
When asked for reasons for being in the line of business, financial return 
was of secondary importance when compared to market considerations. 
The outstanding justification for starting producer service businesses was 
to meet a need or demand for the kind of service. Providing good returns 
or profits ranked as a secondary reason to be in business. Only 20% of 
the sample entered their service businesses because they yielded good 
returns. However, 59% cited prevalence of a need in the market. Less 
important reasons included "tradition of the family" and "as a substitute 
for existing business". Understandably, 13% of the answers provided by 
professional services cited 'the only way to make a living' as a reason. 
Table 3.1. 
From the experience of the surveyed sample, initial capital at the start 
of their service businesses came mainly from the entrepreneurs' own 
savings. Contributions from their families, relatives and friends were also 
important. Evidently, the incubation of producer services was charac- 
teristic of small enterprises. This was true for all service industries 
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Table 3.1 
Reasons for Being in the Line of Business 
69 
No. of firms % 
a) Tradition of the family 7 3.7 
b) Only way to make a living 12 6.3 
c) Provides good returns, profits 38 19.9 
d) There is a need or demand for 
the service 
112 58.6 
e) As a substitute for existing business 5 2.6 
f) Others 17 8.9 
Total 191* 100.0 
*The total exceeds 147 because some respondents gave more than one 
answer 
surveyed, except for transportation and non-bank finance where parent 
companies or associate companies played a distinctively important role. 
The importance of other companies within the group in the case of 
transportation and non-bank finance firms was probably because of the 
magnitude of capital required for the type of services produced. Rated 
as the second important source of initial equity, parent or associate 
companies were also rather important for distributive trade, and 
computer-information firms. The third important source of start-up 
capital for the sample as a whole, comprised financial institutions such 
as banks, finance companies, leasing and credit companies. Banks were 
more heavily relied upon by transportation and communication firms 
probably because of their owners' or shareholders' ability to produce 
acceptable collateral to finance the ventures. Producer services firms were 
dependent on leasing and credit companies mainly to finance purchases 
of smaller equipments. Government institutions were unimportant for 
start-up capital as they featured only in transportation and distributive 
trade firms. Table 3.2. 
Financial institutions particularly banks were the most important 
source of loans when services businesses were at their infancy - 
regardless of with or without collateral. Loans from relatives, friends 
and directors put together were as important as those provided by parent 
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Table 3.2 
Source of Initial Capital 
Importance of Importance of 
sources for equity sources for loan 
a) Own savings 46.2 (n=67) - 
b) Family 8.9 (n=13) - 
c) Relatives, friends 4.1 (n=6) 1.5 (n=1) 
d) Directors loan 4.8 (n=5) 9.1 (n=6) 
e) Parent/associate company 17.9 (n=26) 13.6 (n=9) 
f) Money lenders - - 
g) Financial companies 2.1 (n=3) 6.1 (n=4) 
h) Leasing & credit companies 0.7 (n=1) 6.1 (n=4) 
i) Banks 7.0 (n=10) 59.1 (n=39) 
j) Government institutions 2.1 (n=3) 1.5 (n=1) 
k) Sale of shares to the public - 1.5 (n=1) 
1) Others 6.2 (n=9) 1.5 (n=1) 
Total 100.0 100.0 
or associate companies as borrowings taken out without collateral. 
Altogether 34 respondents pledged collateral for their initial loan capital 
while 28 obtained initial loans without any collateral as security. 
Profitability 
In terms of net profit before tax, producer services had recovered 
remarkably well from the recession of the mid-eighties. Among the 
sample of firms, nearly 89% of them recorded profits in the financial year 
ending 1989, as compared to 72% in 1988 and 59% in 1987. Conversely, 
the proportion of establishments with losses reduced from 41% in 1987 
to 11% in 1989. On closer examination, in 1989 as many as 57% of the 
firms had profits before tax as percentage of sales revenue at only 10% 
and below, and only 16% could boast of pre-tax profits that exceeded 
25% of revenue. Clearly, over the last 3 years, a large proportion of 
services firms had moved into the black but many had just turned around 
with very low profitability rates. Their performance would improve as 
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producer services are relied upon for higher productivity of activities in 
manufacturing, agriculture and services themselves. Services would see 
a bigger demand from within the sector and from other sectors, if the 4 
year lag effect of services growth behind economic growth continues to 
hold (Sieh and Yap 1989). 
The most encouraging observation was the decline in the number of 
unprofitable establishments. The rate of loss had also dropped signifi- 
cantly. In 1987, 8% of the firms suffered over 30% loss. The situation 
improved in 1989 when only 6% experienced losses of similar severity in 
1989. In 1987,16%a of the firm surveyed had 5% loss or less but the figure 
dropped substantially to only 4% in 1989. Table 3.3. Evidently, towards 
Table 3.3 
Net Profit Before Tax as Percentage of Sales Revenue for the 
Last 3 Financial Years 
% of Establishments 
1986-87 1987-88 1988-89 
a) Establishments with profit 59.4 71.7 88.8 
b) Establishments with loss 40.6 28.3 11.2 
Percentage of profit or loss 
a) Profit 0- 5% 26.0 23.2 28.6 
b) Profit 6 -10%a 11.5 18.2 18.4 
c) Profit 11-15% 8.3 10.1 15.3 
d) Profit 16-20% 4.2 8.1 8.2 
e) Profit 21-25% 2.1 3.0 2.0 
f) Profit 26 - 30% 3.1 4.0 7.1 
g) Profit over 30% 4.2 5.1 9.2 
a) Loss 0- 5% 15.6 13.1 4.1 
b) Loss 6-10% 10.4 3.0 - 
c) Loss 11-15% 3.1 1.0 1.0 
d) Loss 16-20% 1.0 3.0 - 
e) Loss 21-25% 1.0 2.0 - 
f) Loss 26-30% 1.0 - - 
g) Loss over 30% 8.3 6.1 6.1 
Total 100.0 100.0 100.0 
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the end of the eighties, the financial position of producer services 
establishments were rather favourable, and service suppliers were 
expected to continue enjoying profits in the next few years. 
Cost Structure and Changing Margins 
Another indicator of the financial position of producer services establish- 
ments was their cost of operation over the last three years. From firms 
who provided information on operational cost as a percentage of total 
sales or revenue, the proportion of high cost, inefficient operators where 
costs exceeded 85% of their revenue, had declined. This was due to more 
business activity engendered by high rates of economic growth, hence 
the lowering of overhead costs per transaction. However, in 1988-89, 22% 
of the firms remained as low margin operators compared with 32% in 
1986-87. 
The percentage of service firms that enjoyed very high margins with 
costs accounting for less than a quarter of their revenue, also declined 
from 18% in 1986-87 to 12% in 1988-89. With economic recovery, service 
industries that proved highly profitable have attracted more new entrants. 
The increased competition in turn resulted in reduction of margins. For 
producer services firms where operational costs ranged between 25% to 
85% of their revenue, the trend definitely showed that margins had been 
decreasing and costs increasing. This is attributable to the intensifying 
market competition and its price effects on the one hand, and rising costs 
of inputs for service production on the other. Table 3.4. Closer exami- 
Table 3.4 
Operational Costs as a Percentage of Total Income for the 
Last 3 Financial Years 
1986-87 1987-88 1988-89 
No. of firms % No. of firms %o No. of firms % 
a) Under 25% 18 17.6 15 14.3 13 12.0 
b) 25- 40% 9 8.8 14 13.3 12 11.1 
c) 41- 55% 13 12.7 15 14.3 17 15.7 
d) 56- 70% 12 11.8 13 12.4 21 19.4 
e) 71- 85% 17 16.7 22 21.0 21 19.4 
f) 86 - 100% 33 32.4 26 24.8 24 22.2 
Total 102 100.0 105 100.0 108 100.0 
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nation of operation costs structure for the sample as a whole revealed 
that the former rather than the latter holds. Cost of labour, materials, 
contract work and overheads had been relatively stable. Only utilities and 
energy costs appeared to have increased slightly. Further analysis on 
market conditions would provide more insight. 
As expected, labour averaging 41% of operational cost in 1988-89 for 
the sample, constituted the largest component of service production input. 
Secondly, overhead costs averaged 29% - a substantial share of which 
went to rental of premises and administrative fixed costs such as in- 
surance, license fee, bank interests, communication, accounting, vehicles 
and the like. Thirdly, materials and supplies averaged 27%, despite 
variation from industry to industry. Fourth, contract work represented 
17% of operational costs, which was substantial compared with contract 
work bought by manufacturing firms (Sieh and Tho 1987). Utilities and 
energy averaged 9%. For respondents who provided information, the 
mean for each type of cost expressed as a percentage of sales revenue 
are provided in Table 3.5. 
Financial Concerns 
Managing accounts receivable was the greatest financial difficulty faced 
by producer service firms. In 1989, when the rest of the economy had 
rebounded for no less than two years, bill collection to ensure smooth 
cash flow continued to behest intermediate service producers. This can 
be explained by the lead-lag effect of services after GDP mentioned earlier 
(Sieh and Yap 1989). The problem affected non-bank finance firms most 
seriously, secondly communication and thirdly "other services". These 
three categories of services were thought to have leading effects for GDP 
growth. Their distance well before final consumers must have affected 
the speed at which they get paid. On the contrary, transportation was 
least affected, followed by distributive trade - as the problem was only 
of slight to moderate concern to them because of their relative proximity 
to the level of final demand. Assuming continued economic buoyancy 
in the next few years, such cash flow problems should ease. 
"Availability and access to funds" was found to be the second im- 
portant financial concern amongst firms surveyed, whilst high cost of 
financing ranked third. Both the problems affected computer-information 
firms most significantly probably because of their small size and newness - which explains the lack of strong relations with financiers. They were 
also probably considered risky enterprises without proven track record. 
"Others services" comprising construction firms and hotels were least 
concerned with availability and access to funds due to their size and 
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Table 3.5 
Composition of Operational Costs 
Sample Mean % 
of sale Revenue 
a) Salaries and wages 30.1 (n=70) 
b) Contributions to EPF, SOCSO and 
other provident funds 
6.3 (n=61) 
c) Staff allowance and bonus 4.2 (n=47) 
d) Materials and supplies 24.2 (n=53) 
e) Energy 5.0 (n=29) 
f) Utilities 3.8 (n=28) 
g) Security and cleaning services 2.4 (n=20) 
h) Overhead (rental, quit rent/ 
assessment) services 
8.4 (n=59) 
i) Bank interest charges 5.0 (n=30) 
j) Leasing and payment for 
purchase of equipment 
3.8 (n=26) 
k) Transport and travel 5.2 (n=51) 
1) Repair, maintenance 4.0 (n=38) 
m) Communications (telephone, 5.2 
telex, fax, courier, post) 
(n=55) 
n) Legal 2.9 (n=12) 
o) Marketing and advertising 4.3 (n=25) 
p) Accounting 2.0 (n=26) 
q) Insurance 1.9 (n=35) 
r) Computer services 2.5 (n=12) 
s) Consultancy 8.8 (n=15) 
t) License, franchise fees 4.7 (n=16) 
u) Other services 7.8 (n=24) 
established networks. They edged towards moderate concern over high 
cost of financing - especially for large sums required for their industry. 
Non-bank finance was only slightly concerned with cost of financing as 
they were close to and involved in finance markets themselves. 
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The least important problem was having too short a period for the 
loans obtained, followed by the problem of wait period for approval of 
loan - a problem often cited by manufacturing industries probably due 
to their greater technical complexity. The ability to service loan was the 
third unimportant concern; which troubled distributive trade more than 
others. The availability of collateral was only of slight concern, being 
the fourth least important problem among surveyed firms. Only commu- 
nication and computer-information services considered the need for 
collateral as being slightly to moderately problematic. 
With respect to internal financial management and capital budgeting, 
slight to moderate concern had been expressed by the sample as a whole. 
Inappropriate accounting methods affected communication service firms 
most, secondly non-bank finance and thirdly computer-information 
services. The fact that non-bank finance should have expertise in accounts, 
and finance whilst computer-information should have technology at their 
disposal, makes the finding difficult to understand. More work should 
be conducted to pursue an explanation. Again communication firms had 
most difficulties when considering appropriate capital budgeting 
methods, followed by "others" and thirdly computer-information firms. 
Table 3.6. 
Table 3.6 
Current Financial Concerns of Producer Service Businesses 
Weighted Mean 
a) Availability and access to funds 2.88 (n=133) 
b) Availability of loan facilities 
from financial institutions 
2.17 (n=132) 
c) Availability of collateral 1.98 (n=127) 
d) High cost of financing 2.40 (n=132) 
e) Waiting period for loan approval 1.81 (n=128) 
f) Period of loan given is too short 1.75 (n=126) 
g) Ability to service loan 1.88 (n=126) 
h) Matching amount of loan 
required and given 
1.92 (n=125) 
i) Managing accounts receivable 3.02 (n=130) 
j) Inappropriate accounting methods 2.12 (n=125) 
k) Inappropriate capital budgeting methods 2.10 (n=125) 
1) Other financial concerns 1.63 (n=24) 
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Marketing of Producer Services Products 
Domestic, Regional, International 
As found earlier, the domestic market was of paramount importance to 
producer services firms of Malaysia. For 142 surveyed, a weighted mean 
score of 4.62 implies that the local market was regarded as almost critically 
important for every industry studied. 
Singapore ranked a far second market with a score of 2.46 among 
110 firms. The Singapore market was more important to transportation 
than any other producer service industry, and this is understandable if 
physical proximity is considered let alone strong economic linkages. 
"Other services", distributive trade and professional services also 
indicated that business from the neighbouring island state was slightly 
to moderately important. The nature of their services output, particularly 
transport and trade, explains the importance of the Singapore market 
which has been the most important trading partner of Malaysia since 
historical times. Transportation, hotel and distributive trade constituted 
indispensable parallel services that supported and facilitated trading of 
primary commodities and manufactured goods across the causeway. The 
demand by Singapore for "other services" from Malaysia such as hotels, 
construction and repair services, and for professional services, was 
probably a recent phenomenon that stemmed from increased business 
patronage of Malaysian hotels and a growing shortage of skilled 
manpower, including professionals, in the republic. The role of Malaysian 
guest workers in Singapore particularly in construction, is well known 
(Sieh 1988). 
Although the rest of ASEAN was rated slightly less important than 
Singapore as markets for Malaysian producer services, according to 101 
respondents, "other services" depended on other ASEAN countries more 
heavily than distributive trade, transportation and professional services. 
The lesser role of other ASEAN countries as Malaysia's trading partners 
was reflected by the findings. But "other services" and professional 
services' exports to the region appeared to be growing due to the 
comparatively skillful and well educated workforce of Malaysia. For 
instance, consultants in finance and accounting, in modern agriculture 
such as in oil palm estate development and in selective manufacturing 
have been known to find good demand for their services in Indonesia. 
Table 3.7. 
Other foreign markets did not feature as importantly as the domestic 
and regional markets among the surveyed firms. Around 60 firms in 
the sample nevertheless reported exporting to countries outside ASEAN 
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traditional ties. Communication, professional services, distributive trade, 
computer-information, and "others services" also exported to the United 
Kingdom. The United States was the second important foreign market 
outside ASEAN for all producer services, except communication. The 
rest of Asia ranked third, Australia came fourth and Europe as fifth. 
Clients 
Manufacturing firms made up the most important category of clients of 
the surveyed firms followed by services firms themselves as second. 
Construction firms ranked third as clients. The government and public 
sector agencies appeared as the fourth major category of service buyers 
with others as fifth, public utilities as sixth and agriculture/ mining firms 
as the least important client group. Table 3.8. This concurs with what is 
already known from macroeconomic data that the manufacturing sector 
is heavily relied upon as buyers of services within the economy as a 
whole. 
A detailed examination by industry shows that manufacturing firms 
were indeed the most important buyers for relatively traditional services 
such as distributive trade for their machinery and supplies, transportation 
for effecting downstream physical distribution of their output, non-bank 
finance for facilitating acquisition of equipments and materials besides 
indispensable services such as insurance, and professional services 
Table 3.8 




a) Agriculture/ mining firms 3.36 (n=94) 7 
b) Manufacturing firms 5.63 (n=112) 1 
c) Service firms (eg. banks, 5.16 (n=109) 2 
d) 
hotels, travel, transport) 
Construction firms 4.53 (n=99) 3 
e) Public utilities 3.42 (n=92) 6 
f) 
(eg. electricity, water) 
Government/ public agencies 4.50 (n=111) 4 
g) Others 4.22 (n=68) 5 
*Rank 1 = most important; 7 = least important. 
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necessitated by statutory requirements, including auditing and secretarial 
services. Newer business services such as consultancy, information 
services and management services have also found increasing demand 
in manufacturing firms (Sieh 1987). 
However, communication and "other services" reported service firms 
as their top clients. Manufacturing and construction firms were relegated 
to the top second and third places respectively. Although such intra- 
sectoral linkages are to be expected, the nature of within and between 
sector relationships needs to be explored further at a disaggregate level, 
particularly for purposes of policy decisions. With government emphasis 
on computerization, it is not surprising that computer-information service 
firms rated government and public agencies as their most important 
clients, whilst manufacturing and service firms followed in second and 
third ranks respectively. 
On average, the largest single client accounted for 40% of the business 
of the establishments surveyed. The largest five clients averaged 61% 
whilst the largest ten 71% of the business. Such high dependence on a 
few large accounts implies that producer services firms were operating 
with high risks as far as portfolio of clientele is concerned. Across 
industry however, only communication and distributive trade showed 
extremely high concentration, where 50 percent and 40 percent of their 
firms respectively had the largest single client buying more than 70 
percent of their services output. 41 percent of the surveyed firms 
indicated that their largest client took up not more than 25 percent of 
their business. Among non-bank finance, as high as 80 percent reported 
that their most important client represented 25 percent or less of their 
business. Thus, despite the paramount importance of long term, conti- 
nuous and regular client-firm relationships over intermittent and once 
off transactions, which partially explains the tendency towards high 
clientele concentration, it does not mean that competition among service 
firms was limited. This is because clients patronized more than one firm 
at any one time, for instance, when a few finance companies were used 
simultaneously instead of one. Work on patronage behaviour of service 
buyers in the market is necessary to understand the nature of competition. 
For a study on engineering consulting services see Chong 1991, manage- 
ment consultancy see Hoo 1991 and banking service see Chua 1989. 
Tables 3.9 and 3.10. 
Market Share and Competition 
When asked on their market share in Malaysia for the last 3 years, the 
answers served two purposes. First, the figures were crude indicators of 
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Table 3.9 
Concentration of Business in Producer Service Businesses 
Mean in the sample 
a) The largest single client 40.1 (n=101) 
b) The 5 largest clients 61.0 (n=88) 
c) The 10 largest clients 70.9 (n=79) 
d) All clients 100.0 (n=86) 
Table 3.10 
Nature of Clientele in Producer Service Businesses 
Weighted Mean Rank* 
a) Once off 1.28 (n=117) 4 
b) Intermittent 1.96 (n=117) 3 
c) Regular 3.30 (n=128) 2 
d) Long term or continuous 3.66 (n=135) 1 
*Rank 1 = most important; 4 = least important 
the scale of operation of the responding producer services firms. 
Secondly, they gave insights into the firms' perception of their position 
relative to others in the domestic market, which in turn reflected their 
expection for the near future. The answers could not possibly be per- 
centages of their actual market share, regardless of how they were derived 
by the firms, as revealed by putting them together. Table 3.11. 
By face value, those who reported having less than 5 percent market 
share would be very small operations representing around 60 percent of 
the respondents. Another 20 percent of the firms would be small, each 
perceiving their share to be between 6 percent to 20 percent of the 
domestic market. If service establishments who indicated 21 percent to 
50 percent market share were considered medium scale, they accounted 
for around 10 percent of the firms. The remaining 10 percent or so of 
the respondents could be split into the large category with more than 
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Table 3.11 
Market Share in Malaysia for the Last 3 Years 
81 
1987 1988 1989 
a) Less than 5% 61.9 56.9 58.3 
b) 6 to 10% 13.4 16.7 14.8 
c) 11 to 20% 6.2 6.9 6.5 
d) 21 to 30% 3.1 4.9 5.6 
e) 31 to 50% 7.2 5.9 5.6 
f) 51 to 80% 3.1 3.9 4.6 
g) More than 80% 5.2 4.9 4.6 
50% but not more than 80% market share and the very large category 
whose revenue supposedly exceeded 80% of their respective markets. 
Within each of the smaller size categories in terms of perceived 
market share, it was interesting that the firms reported expanding shares 
in 1989 - thus reflecting hope and optimism after the poorer business 
conditions in the years before. On the other hand, the larger firms 
reported shrinking shares in 1989, signifying tougher market conditions 
with intensifying competition, to the extent that gain in market share was 
not expected. Despite a growing pie, more new players could also be 
expected to diminish their share - as experienced over the last 3 years 
(Table 3.11). In fact, existing competitors appeared more formidable than 
new entrants because similar size establishments were regarded as the 
most crucial rivals to watch. Larger establishments posed less threat whilst 
smaller establishments ranked a distant third as competitors. Table 3.12. 
As in the case of manufacturing firms (Sieh and Tho 1986, 1987), 
producer services establishments were most afraid of other local 
Malaysian firms who competed against them. Competition from foreign 
service firms already located in Malaysia was ranked second because they 
were believed to cater to other market segments - such as for export 
and to their own national firms that invested in Malaysia. Moreover, 
such foreign firms in Malaysia, altogether have not reached the stage of 
posing great threat. Joint ventures, ranking third, were not such signi- 
ficant competitors either. This is probably because joint ventures were 
few in numbers in the first place, to be able to wield much competitive 
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Table 3.12 
Competitors by Size and by Type of Firm 
No. of Weighted Rank 
firms Mean 
Size of establishments 
(rank 1 = most important, 
3 = least important) 
a) Smaller establishments 119 1.50 3 
b) Similar size establishments 128 2.38 1 
c) Larger establishments 122 2.34 2 
Type of firms 
(rank 1 = most important, 
4 = least important) 
a) Foreign firms not located 92 1.26 4 
in Malaysia 
b) Foreign firms already 98 2.70 2 
located in Malaysia 
c) Local Malaysian firms 126 3.58 1 
d) Joint ventures 98 2.40 3 
power in the market. Besides, pint ventures would probably be smaller 
sized competitors than wholly foreign firms; and therefore the former 
would be easier to handle than the latter. Lastly, foreign firms not located 
in Malaysia unlike those already present, seemed least threatening because 
of their remote existence. The findings suggest that the general awareness 
among services firms of possible changes in competitive structure, parti- 
cularly those that may be brought about by the services trade negotiations 
under GATT, could not be considered high. Table 3.12. 
Sources of Competition 
As in the case of manufacturing industries, producer services of Malaysia 
were most fearful of competition originating from within the country. 
Competition from domestic sources was considered significant to critical 
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with a weighted mean score of 4.34 on a 5 point scale for the sample. 
Without exception, every single industry studied regarded competition 
posed by fellow Malaysian services producers most important compared 
with that from foreign competitors. This tallies well with the finding that 
Malaysian intermediate services predominantly served the domestic 
market. When external competition was considered, Singapore was rated 
highest with a weighted mean score of 2.32, that is slightly to moderately 
important. This is to be expected for a neighbouring state which shares 
a common history and continues to work closely in almost every sense. 
The observation that Japan ranked next in importance, as a source of 
competition with 1.78, is probably attributed to its role as a major trading 
partner of Malaysia, thus the movement of Japanese service providers 
along with their goods. Thirdly, competition from the rest of Asia was 
rated 1.67. Statistics for different countries by producer service industries 
show that transportation firms viewed competition from various countries 
outside Malaysia more importantly than other industries studied. This 
is probably due to the ease of cross border movement by service 
providers to produce the services. "Other services" comprising business 
hotels and construction however, regarded competition from external 
sources least threatening probably due to the location factor for effecting 
service delivery in the case of hotels and the limitations of labour 
movement to produce those services in the case of construction. Table 
3.13. 
Several reasons may be postulated for the inward looking behaviour 
of producer services of Malaysia. First, market demand for services 
inclined to follow the movement of manufactured products that carried 
national brands. Exports from the manufacturing sector, especially those 
of Malaysian brands, have yet to reach a level of great significance despite 
the change in development strategy from import substitution to export 
orientation. Therefore, export demand for services has yet to follow suit. 
Secondly, if the demand increases, Malaysian business services producers 
might not be as competitive as foreign competitors operating within their 
own environment. Thirdly, very often even foreign competitors in their 
own country might not be able to match the competitive edge of service 
multinationals, who relied on superior, up to date technology, that could 
be proprietary in nature (UNCTC 1989). Fourthly, national firms would 
find difficulty in coping with the regional or international multisite 
network of transnationals in foreign markets. It is believed that trans- 
nationals located within Malaysia are already formidable competitors who 
are forcing competition within the country to new heights. Such issues 
deserve further investigation within specific industry markets, a task 
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Current Marketing Concern 
Among a list of 38 types of marketing concerns currently faced by 
producer services firms, at least a dozen was regarded as moderate to 
significant, each with mean scores exceeding 3 for the entire sample of 
respondents. Five main sets of marketing problems may be seen. Firstly, 
customer acceptance of service quality and consistency of range of services 
offered rated as the first and third most serious concerns, with mean 
scores of 3.95 and 3.78 respectively. Producer service providers were as 
anxious as manufacturing firms in ensuring output quality acceptance 
and consistency, which were necessary for effective competition and long 
term business growth. Industries classified as "others" (including hotels, 
construction and industrial repair services), communication such as 
courier firms, and professional services were most concerned with 
customer acceptance of service quality. Their scores of above 4 signify 
significant to critical levels of concern. However, non-bank finance was 
most disturbed by consistency of range of services offered, scoring 4.14. 
Professional services and communication followed behind with 3.85 and 
3.83 respectively. Such concerns are not unfounded when one considers 
the difficulties of ensuring standardized service output quality. The 
variable humaft element in service production arises not only from the 
supply side but also from service buyers, whose ability and willingness 
to cooperate in the production system is crucial (Lovelock and Young 
1979). If the equipment component of service production is high, the 
nature of interface between facilities and their operators and with 
customers, also introduces variation in service output quality. Further, 
the effects of other customers in the service delivery system on output 
quality acceptance and consistency cannot be ignored (Langeard et al. 
1981). 
The second set of marketing problems of producer services which 
comprised customer oriented concerns, stemmed from their experience 
with identifying potential customers; with identifying needs, preference 
and requirements of potential customers especially in non-bank finance 
and computer-information firms; and with communicating and promoting 
the range of services and benefits to clients especially in communication 
firms. Such concerns appear to bother producer services who have been 
trying to market an array of new service products that have originated 
from technological innovation in recent years. Besides the speed at which 
new products emerged, which makes it difficult to catch up with under- 
standing potential buyers and devising appropriate marketing strategies, 
services industries have yet to engage in extensive modern market 
research in the way many goods producing industries have. The lack of 
systematic market intelligence can aggravate their difficulties associated 
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with understanding potential customers, their needs and market 
communication. 
The third area of marketing concerns centred around conditions of 
competition. Keen competition from local firms rating 3.52, as well as 
service quality as compared to competitors rating 3.50, were of more than 
significant concern to non-bank finance. Meeting competitors' price 
(scoring 3.13) was of greatest concern to computer-information services. 
Such competition-oriented issues in non-bank finance firms could be 
attributed to the gradual deregulation of the financial sector which had 
sparked a new wave of marketing and promotional activities. They 
ranged from offering of new service product packages to novel adver- 
tising and sales promotion methods. Fervent attempts to build desirable 
corporate image and effort to position service products appropriately were 
conspicuous. However as a promotional tool, price had not been as 
widely employed by non-bank finance as in the computer-information 
industry. Almost unreined by either government regulations or pro- 
fessional bodies, except for very basic omnibus business requirements, it 
computer-information services have attempted to compete with all 
marketing mix variables at their disposable. Despite their rapid growth 
of about 30% per annum, price was not spared as a competitive tool. 
Fourthly, service businesses encountered difficulties when trying to 
attain marketing objectives they set for themselves in terms of sales and 
profits. The following problems were highlighted: achieving sales 
targets (with a score of 3.29), determining market size of potential 
customers (3.16), identifying purchasing power of potential customers 
(3.15), and maximizing profit (3.12). Clearly, producer services were 
more external or customer oriented than internal or company oriented 
judged by the finding that such sales and profits concerns were rated 
much lower than the worry of achieving customers' satisfaction in terms 
of quality. 
The fifth set of marketing concerns stemmed from technical problems: 
service product planning, technical production, new service product 
development, launching and delivery, and competitive reaction. The fact 
that such technical-operational problems trailed behind issues of quality 
acceptance, understanding customers, competition conditions and 
business commercial objectives, indicates that producer services surveyed 
were technically competent and ready to produce and deliver new service 
products to meet market requirements. Alternatively, new product 
innovation was not as important a marketing tool as promotional and 
pricing strategies. Technical ability to produce to a specified quality 
consistently, returned a mean score of only 3.14; introducing new services 
on schedule 3.02; anticipating competitive reaction 2.94; deciding when 
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to introduce new services 2.84; launching of service and market entry 2.81 
and inability to deliver on time 2.80 - scores that were well below other 
more pressing marketing issues. 
Other marketing problems included variations of the five main areas 
of concerns discussed above. They were sales related problems that 
ranged from inability to have and to follow a written price list, to dealing 
with seasonal or cyclical nature of demand. Competition from foreign 
firms was rated only 2.94, much lower than competition from local firms 
at 3.52. This corresponds to earlier findings on sources of competition. 
Table 3.14. 
Service Operations and Service Delivery Systems 
Intangibles versus Tangibles 
The nature of the service products produced and sold by intermediate 
producer services in Malaysia may be understood in relation to their 
degree of intangibility. It is known that services transactions, as in the 
case of goods transactions, often comprise partly tangible goods and 
partly intangible services. In response to a question on the relative 
composition of the two, 60% of the intermediate producer services 
establishments indicated that three-quarters or more of their product- 
service package comprised intangibles. On the other hand, 22% of the 
respondents indicated that three-quarters or more of their transactions 
composed of tangible goods. The rest indicated half tangibles and half 
intangibles. 
The highest degree of intangibility was reported by non-bank finance 
firms, followed by professional services firms and thirdly transportation 
establishments. Conversely, distributive trade understandably had the. 
least intangibles as they had the highest tangible component in their 
transactions. Computer-information establishments had the second 
highest and communication the third highest tangibles included in their 
product-service bundle. Hardly any elaboration is needed when one 
considers the need for equipment sale necessary to effect performance of 
communication and data processing services, and the need for movement 
of goods which has initiated distribution services in the first place. Table 
3.15. 
Service Operation System 
Production of intermediate producer services was observed to be highly 
customized for individual clients, as indicated by 51% of the answers 
obtained from the survey. Professional services had nearly 62% of their 
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Table 3.14 
Current Marketing Concerns of Producer Service Businesses 
Weighted Mean 
a) Identifying potential customers 3.93 (n=138) 
b) Identifying locality of potential customers 2.85 (n=137) 
c) Determining market size of potential customers 3.16 (n=135) 
d) Identifying buying habits of potential customers 2.70 (n=133) 
e) Identifying buying motives of potential customers 2.93 (n=134) 
f) Identifying purchasing power of potential customers 3.15 (n=131) 
g) Identifying needs, preference, requirements of 3.70 (n=132) 
h) 
potential customers 
Unpredictable customer demand 2.49 (n=132) 
i) Customer acceptance of service quality 3.95 (n=136) 
j) Introducing new services on schedule 3.02 (n=135) 
k) Deciding when to introduce new services 2.84 (n=134) 
1) Differentiating own services from competitors 2.58 (n=134) 
m) Consistency of range of services offered 3.78 (n=133) 
n) Communicating and promoting range of 3.67 (n=134) 
o) 
services and its benefits to clients 
Launching of service and market entry 2.81 (n=131) 
p) Inability to have written price list 2.00 (n=131) 
q) Inability to follow written price list 2.00 (n=127) 
r) Inability to quote varying prices 2.18 (n=125) 
s) Inability to set a profit margin goal 2.30 (n=128) 
t) Inability to determine cost 2.11 (n=125) 
u) Inability to determine price 2.20 (n=124) 
v) Determining credit terms, discounts, etc 2.50 (n=123) 
w) Maximizing profit 3.12 (n=130) 
x) Achieving sales targets 3.29 (n=129) 
y) Earning fixed percentage profit 2.79 (n=128) 
z) Meeting long run rate of investment 2.76 (n=124) 
aa) Keen competition from local firms 3.52 (n=130) 
bb) Keen competition from foreign firms 2.49 (n=130) 
cc) Ease of entry by new competition 2.78 (n=128) 
dd) Anticipating competitive reaction 2.94 (n=125) 
ee) Restrictive practice by other producers 2.14 (n=124) 
ff) Meeting competitors price 3.13 (n=127) 
gg) Poor sales forecast 2.32 (n=127) 
hh) Inability to deliver on time 2.80 (n=130) 
ii) Service quality as compared to competitors 3.50 (n=130) 
jj) Technical ability to produce to a 3.14 (n=128) 
kk) 
specified quality consistently 
Too broad a product/service line 2.20 (n=125) 
11) Seasonal or cyclical nature of demand 2.70 (n=126) 
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Table 3.15 
Tangible Goods and Intangible Services Components of the 
Product-Service Package Marketed 
No. of firms % 
a) 100% Tangible goods 16 13.6 
b) 75% Tangible goods/25% Intangible goods 10 8.5 
c) 50% Tangible goods/50% Intangible goods 21 17.8 
d) 25% Tangible goods/75% Intangible goods 14 11.9 
e) 100% Intangible goods 57 48.3 
Total 118 100.0 
responses reporting production of services for individual customers. 
Computer-information services and non-bank finance had half of their 
survey respondents catering to individual clients. However, it is not so 
clear if producer services establishments are small because of the need 
to tailor their services output for individual buyers (hence the more 
conducive environment of small firms characterized by flexibility, speed 
and informality); or that detail customization is feasibly provided because 
of the prevailing size and structure of producer service businesses. The 
question of cause and effect is interesting and further research to identify 
optimal scale of different producer services industries would be useful 
from a policy perspective. 
Secondly, service operation catering to batches or groups of clients 
was reported by 26.5% of the answers received. Batch or group service 
production was most important for distributive trade and non-bank 
finance where nearly 42% and 40% of their respondents respectively 
indicated such a operational system. Thirdly, line or continuous service 
production was reported by only 18% of the firms. They are most 
prevalent in communication and to a lesser extent in distributive trades. 
Intermittent service production was insignificant representing less than 
5% of the responses. These findings suggest that the characteristics of 
the service products themselves, the nature of their demand pattern, and 
the capability of the service providers, together determine the service 
production system which in turn affects the size and manner of business 
organization. Table 3.16. 
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Table 3.16 
The Main Service Operation System 
No. of firms % 
a) Production of services for 
individual customer/ clients 
77 51.0 
b) Production of services for 
batches/groups of clients 
40 26.5 
c) Line or continuous service production 27 17.9 
d) Intermittent service production 7 4.6 
Total 151 100.0 
Client Participation in Service Production 
Much attention has been focussed on the quality of service product which 
is undeniably determined in part by the role of the service buyer or 
recipient himself.' Hypothetically, the greater the extent of client 
participation, the greater is the variation of service output quality, due 
to human variability amongst clients as compared to trained service 
workers. On the other hand, the more co-operative the client, such as in 
providing information and feedback, the more he facilitates in the 
production of a better quality service product. From the survey, nearly 
35% of the firms indicated that client participation was as important as 
service worker effort in the production of the services they marketed, that 
is fifty-fifty. Almost 37% said that their own workers accounted for three 
quarters or more of the service production process. Another 29% reckoned 
that clients' effort was represented in no less than three quarters of the 
operational process. At the extremes, 100% service worker effort was seen 
in 15% of the firms, while 13% of the businesses reported 100% client 
participation. 
Across industries, client involvement was most prevalent in 
computer-information services, followed by distributive trade and 
professional services. On the other hand, service worker effort was most 
important both in transportation and non-bank finance, followed by 
"other services" such as construction, hotels and repairs, and communi- 
cation services. Table 3.17. 
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Table 3.17 




a) 100% Client participation 16 12.7 
b) 75% Client participation/ 25% Service worker effort 20 15.9 
c) 50% Client participation/ 50% Service worker effort 44 34.9 
d) 25% Client participation/ 75% Service worker effort 27 21.4 
e) 100% Service worker effort 19 15.1 
Total 126 100.0 
Labour and Automation 
An issue related to the extent of client involvement in service production 
is the degree of mechanization of processes within the system. It may 
be hypothesized that a more highly automated system may encourage 
client participation through their interfacing with service delivery 
machines in many cases. But the greater value of progressive automation 
is the elevation of productivity within service businesses and the 
standardization of service output quality. In the case of producer services 
in Malaysia, one may conclude that the surveyed establishments were 
still highly labour intensive as over 67% of the respondents remained 
heavily dependent on labour for production and delivery, that is, 75% or 
more labour as opposed to only 25% or less of machine. On the contrary, 
only 8.2% were 75% or more automated and 25% or less labour 
dependent. At the upper extreme a meagre 1.6% were fully automated. 
But the finding that nearly a quarter of the firms relied on half labour 
and half machinery was encouraging for at least three reasons. First, 
despite the finding that many of the service firms were relatively young, 
some forms of automation have been adopted. Secondly, in the develop- 
ing context of Malaysia where capital is relatively expensive, automation 
embodying newer technology has not been side stepped. Thirdly, the 
limited size of the domestic market which is the target for most of them, 
could have but did not hinder automation. Table 3.18. 
Among different industries, communication was most highly auto- 
mated which is not surprising in view of technological leaps in the field 
in recent years. Non-bank finance followed in second place with the 
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Table 3.18 
Degree of Automation of 
Services Production and Delivery Systems 
No. of firms % 
a) 100% Labour 33 27.0 
b) 75% Labour/25% machine 49 40.2 
c) 50% Labour/50% machine 30 24.6 
d) 25% Labour/75% machine 8 6.6 
e) 100% Machine 2 1.6 
Total 122 100.0 
introduction of computerized office equipment and thirdly, distributive 
trade. However, professional services remained as most labour intensive, 
followed by computer-information and "other services" particularly 
construction, hotels and industrial equipment repair. Clearly, these 
findings should remain as tentative because industries that were more 
highly automated appeared to require less client involvement but more 
service worker effort, for example, non-bank finance and communication. 
Conversely, the relatively labour intensive industries necessitated heavier 
client participation, but less service worker input, for example, computer- 
information and professional services. 
Apparently, the hypothesis that automation will see greater client 
participation in the production of services and will result in fewer service 
personnel needs reexamination. The present findings suggest that 
automation may be confined to certain tasks in the service production 
process, probably routine steps where interaction between clients and 
service provider is limited. Complex functions involving creativity and 
decision making by skillful professionals have yet to be performed by 
machines. Undoubtedly, manpower requirements are not only inevitable 
in knowledge intensive service industries, but high level training and 
specialist skills are demanded in the production and delivery of such 
services. It may be ironical to find that in the relatively machine intensive 
service industries, even more training is needed because automation has 
not displaced highly skilled manpower but has created the need for more. 
But in relatively labour intensive industries, more should be done to 
mentally prepare, encourage and physically assist clients to perform tasks 
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where machines cannot or are not yet able to substitute man. However, 
it is believed that more steps in the service production and delivery 
systems will be automated in the future, to provide greater scope for 
development. It will be important that those steps be identified and 
appropriate incentives be given to hasten their automation for higher 
productivity. The maintenance of service output quality and consistency 
should be a twin issue. 
Hard versus Soft Technology 
The extent to which producer services employed hard technology, such 
as machinery and special technological equipment vis-a-vis soft tech- 
nology, such as know-how and skill, supervisory and management 
system, operational or technological system, would reveal their past 
experiences as well as their future development paths. Clearly, the survey 
documented the overwhelming reliance on soft technology. Nearly a 
third of the respondents used 100% soft technology. Another 31% 
reported using three quarters soft technology and a quarter hard 
technology. Although 32% relied on half of each, only 4% said 75% of 
their service operation worked on hard technology. Not a single 
respondent reported complete use of technology embodied in hardware. 
This implies firstly, that producer services of Malaysia harbour 
tremendous potential for development because they relied on knowledge, 
skill, managerial and technological systems that originated from human 
ingenuity for their operations much more than on machinery and 
equipment that carry the methods of others. Secondly, being dependent 
on the minds of professionals and skilled manpower, the service 
establishments would possess the capability of adapting and innovating 
service products along the needs of the market if adequately trained and 
experienced. This corresponds to the earlier finding that producer services 
may be already technically competent to create new service products 
required by the market. Thirdly, the choice of soft over hard technology 
could have been forged by business economics, in the sense that hard 
technology would mean more capital requirements in a relatively capital 
scarce - thus capital expensive - environment of a developing economy. 
Moreover, service products would be more highly priced particularly 
when the smallness of the domestic market could hardly justify or support 
such capital outlay. Fourthly, the currently low level of hard technology 
usage would imply that a lot of room exists for future growth, provided 
that market expansion occurs sufficiently to raise productivity by substi- 
tuting man with machines - of course, subject to technical limitations. 
Table 3.19. 
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Table 3.19 
Hard Technology versus Soft Technology in 
Services Production Systems 
No. of firms % 
a) 100% Hard technology - - 
b) 75% Hard technology/25% Soft technology 5 4.2 
c) 50%o Hard technology/50% Soft technology 38 31.9 
d) 25% Hard technology/75% Soft technology 37 31.1 
e) 100% Soft technology 39 32.8 
Total 119 100.0 
By industry, it is not surprising that non-bank finance led in using 
soft technology, especially to create new service products. This was 
probably spurred by greater awareness and effort to compete more freely, 
after deregulation in various aspects of the industry. Professional services 
ranked second, due to intensive and highly specialized knowledge as 
input. Distributive trade ranked third, probably for innovative methods 
of conducting business in a rather saturated and competitive environment. 
The comparatively biggest users of hard technology were producers of 
transportation, communication and "other services". New technologies 
introduced into these industries are often engineering systems developed 
elsewhere but imported embodied in machinery and equipment. Very 
little hard technology has been developed indigenously in Malaysia. 
The most important reason for using hard technology was for faster 
operation. Slightly over a fifth of the respondents who used hard 
technology in their operations said that they were necessary to speed up 
service production. This was particularly so for computer-information 
services, for professional and for communication services. Quality 
consistency of service output, as indicated by nearly 18% of the responses, 
was the second justification for using the hard technology. Again, 
computer-information businesses led others in giving "service quality 
consistency" as a reason. Non-bank finance firms and distributive trade 
businesses also stressed the reason of quality consistency. Thirdly, routine 
or repetitive tasks was quoted by 15% of the respondents, especially by 
computer-information firms, "other services" and communication 
establishments. Reduction of waiting time and coping with demand or 
backlog ranked as the fourth and the fifth important reasons, particularly 
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for "other services" and non-bank finance services respectively. The sixth 
reason, that hard technology projects a progressive and efficient image, 
was most pertinent for non-bank finance many of whom had to keep up 
with competitors in computerizing their operations. Saving or lowering 
wastage of materials was the seventh reason, particularly applicable to 
"other services", probably construction and business hotel enterprises. 
However, the eighth reason, given as difficulty in employing suitable 
workers especially for work taken over by hardware, was most relevant 
for transportation services. The ninth reason of more competitive pricing 
was understandably regarded as most significant by distributive services. 
Other reasons, such as for tasks too unpleasant or dangerous to be 
performed manually, were quoted by transportation firms whilst hygiene 
was particularly relevant for "other" services, probably hotels. The least 
important reason for employing hard technology was encouragement by 
the Government. Incentives in the form of subsidies or tax concessions, 
were only reported by communication services. Evidently, the minimal 
role of official promotional policies in the development of services 
industries is again observed. Table 3.20. 
Table 3.20 
Reasons for Using Hard Technology in Services Production 
No. of firms % 
a) Difficulty in employing 
suitable workers for such work 
8 5.5 
b) Tasks too unpleasant or 
dangerous to be done manually 
2 1.4 
c) Routine or repetitive tasks 22 15.1 
d) To save or lower wastage of materials 9 6.2 
e) To speed up service production 30 20.5 
f) More hygienic 2 1.4 
g) Consistency in the quality of service 26 17.8 
h) To cope with demand or backlog 14 9.6 
i) To reduce waiting time 15 10.3 
j) More competitive pricing 6 4.1 
k) To project a progressive and efficient image 11 7.5 
1) Government incentives in the 
form of subsidies or tax concessions 
1 0.7 
Total 146* 100.0 
* Some respondents gave more than one answer. 
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Sources of Process Technology 
As technology is vital for the visible service production- marketing- 
delivery system and more so for the invisible part of the service produc- 
tion or 'servuction' system (Langeard et al. 1981), firms were asked about 
the source of their process technology. In particular, they were asked to 
indicate the degree to which they relied on internal sources, such as their 
own in-house staff and facilities, and the extent they turned to external 
sources including licensing agreements, consultants, parent or affiliate 
company and others. 
Nearly 29% of the firms were totally self-reliant whilst 26% were 
three quarters dependent on internal and a quarter on external sources. 
Another 27% reported 50-50. Only 19% looked more to external sources 
for technology than to internal sources. This concurs with the earlier 
finding that producer service establishments have the inherent capability 
of growing and gearing their service production and service products to 
market changes. Past experience shows that they had a small dependence 
on external technology. This is particularly so for non-bank finance 
companies across industries surveyed. Table 3.21. 
Among those who had experienced external sources of process 
technology, consultants were regarded as the most important, especially 
by professional services and communication establishments. Information 
from journals was second important, especially for computer-information 
and for communication firms. Thirdly, Government information facili- 
ties were important again mostly for communication and computer- 
information firms. This may have bearings on the kind of public sector 
support that can be provided for services development in future. Despite 
Table 3.21 
Internal versus External Sources for Process Technology 
No. of firms % 
a) 100% External 9 8.9 
b) 75% External/25% Internal 10 9.9 
c) 50% External/50% Internal 27 26.7 
d) 25% External/75% Internal 26 25.7 
e) 100% Internal 29 28.7 
Total 101 100.0 
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the almost negligible role of the Government in offering financial 
assistance to service businesses, and the minimal incentives they provide 
to encourage use of technology, their part in providing information on 
technology may be crucial. Parent or affiliate company, licensors and 
franchisors ranked fourth to sixth respectively as external sources of 
process technology. With the opening up of markets to foreign service 
imports, such interfirm transfer of technology are expected to increase 
significantly, regardless of the legal form of the business. Table 3.22. 
Parent or affiliate company constituted the most important external 
technology source for computer-information and for distributive trade 
services firms. Licensing agreements were most pertinent for computer- 
information and communication services whilst franchising agreements 
were most relevant for communication and computer-information 
establishments. 
Research and Development 
Despite the relative insignificance of R&D amongst businesses in 
Malaysia, an attempt was made to explore respondents' policy on R&D. 
Nearly 16% replied not having a R&D policy nor R&D activities at all, 
which is lower than expected. Another 31% of the responses indicated 
reliance on information from journals or professional publications rather 
than engaging in R&D themselves. 10% depended on Government 
facilities for R&D, 10% depended on their parent or affiliate companies, 
and slightly more than 10%o relied on consultants and research firms. 
Notably, 21% replied having their own R&D facilities. This ratio if 
confirmed, may be considerably higher than that for the manufacturing 
sector. Certainly future work should examine such R&D activities further, 
particularly to establish the nature of research involved. Table 3.23. 
Usage of Computers 
Computerization is recognized as a major booster to productivity of many 
activities. It is helpful to understand the state and manner of computer 
application in the various activities of service operation and delivery in 
the sample surveyed. Evidently, out of five major types of activities, 
computers were most extensively used for planning and management 
functions such as financial performance reporting (highest in 
communication against all other service businesses), billing (in non-bank 
finance), budgeting, cost accounting and strategic planning (in 
communication). In all these administrative areas, except strategic 
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Table 3.23 
Research and Development of Producer Service Businesses 
No. of firms % 
a) No Research and Development 
policy nor activities 
31 15.7 
b) To depend on information from 
journal or professional publications 
60 30.5 
c) To depend on government facilities 19 9.6 
d) To depend on consultants and 
research firms 
20 10.2 
e) To depend on parent or affiliate company 19 9.6 
f) To depend on own Research 
and Development facilities 
42 21.3 
g) Others 6 3.0 
Total 197 100.0 
Personnel functions ranked second in terms of computerization, as 
usage was described as slight to moderate. Payroll application was in 
the forefront (highest in computer-information firms), followed by 
keeping recruitment and staff records (in communication) and for training 
(in computer-information). Computer usage for sales and marketing tasks 
came third among services firms surveyed. The most important 
application centred on sales planning and analysis, then order entry, 
market research and sales forecasting. Across industries, communication 
establishments exhibited the highest degree of usage for all the sales and 
marketing functions mentioned. , 
Operational functions ranked only fourth in computer usage - led 
by master scheduling of jobs or clients, inventory control came second, 
then material requirements planning. Other than these, where slight to 
moderate usage were reported, other operational tasks such as purchasing 
or supplier relations, process control, maintenance, quality control, 
operation floor control and physical distribution within operation floor, 
only experienced computerization in minor ways. As in the case of sales 
and marketing, communication firms were the most highly computerized 
for each of the operational functions discussed, when compared across 
industries. 
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The most limited area of computerization was seen in high technology 
options, such as for automatic material handling and robotics. The 
difficulties and costs of applying high technology options, of integrating 
operational systems and of adapting to peculiar sales and marketing 
practices have restricted or lumbered application outside the more widely 
known areas of finance and administration where computerization 
knowledge and skill are more readily available and less costly. Table 
3.24. But the progression of computerization from management and 
administrative functions to personnel, then marketing and operations, 
with high technology options bringing up the rear, is very similar to the 
pattern displayed by manufacturing firms (Sieh and Tho 1986,1987). 
Service Production and Delivery Concerns 
At least five main sets of concerns were discernible regarding operation 
and service delivery in the sample of producer services firms. Upper 
most in the minds of the service businesses was rising overhead costs 
that were already considered high (with weighted means of 3.14 and 3.01 
respectively). Transportation services operators were most troubled by 
high and rising overhead costs. Professional services, non-bank finance 
and computer-information firms were also concerned. This means that 
despite the earlier finding that the share of overhead costs was declining 
relative to other operational costs between 1986 and 1989, in terms of 
absolute level, they remained high and rising and were of grave concern 
to producer service businesses. The problem appeared to have been 
shared by manufacturing firms who reported the same concern in the 
1987 survey within rather similar economic conditions (Sieh and Tho 
1987). 
Secondly, the ability of producer service operators to control the 
quality of services provided by customer contact personnel was viewed 
seriously (weighted mean score of 3.06). Although manufacturers were 
also very much disturbed by quality of their products, steps for ensuring 
consistent service output quality are intuitively more difficult and trying 
than those for goods production, as discussed before. Among the 
industries surveyed, non-bank finance was most concerned with service 
output quality of their contact personnel, probably because of the 
complete intangibility of their service product and their relatively high 
degree of customization. Communication and computer-information 
establishments were also troubled by similar problems, though to a lesser 
extent. The high degree of customer participation in service production 
for computer-information firms might have contributed to quality stability 
problems. "Other industries" were least concerned probably because of 
Planning & management 
a) Strategic planning 
b) Cost accounting 
c) Billing 




f) Master job or client 
scheduling 
g) Material requirements 
planning 
h) Inventory control 
i) Operation floor control 
j) Purchasing/ supplier 
relations 
k) Process control 
1) Quality control 
m) Maintenance 
n) Physical distribution 
within operation floor 
Personnel functions 
o) Recruitment and records 
p) Training 
q) Payroll 
Sales and Marketing 
r) Order entry 
s) Sales forecasting 
t) Sales planning and 
analysis 
u) Market research 
High technology options 
v) Automatic material 
handling 
w) Robotics 
MALAYSIA AND ASEAN IN THE URUGUAY ROUND 101 
Table 3.24 
Current Extent of Computer Usage 
Extent 
Weighted 
Mean None Slight Moder- Signi- Great Total 
ate ficant 
2.60 (n=118) 39.0% 10.2% 19.5% 14.4% 17.0% 100.0 
3.03 (n=118) 28.8% 85% 16.1% 24.6% 22.0% 100.0 
3.20 (n=123) 24.4% 65% 19.5% 24.4% 25.x% 100.0 
329 (n=124) 19.4% 8.1% 19.4% 30.6% 22.5% 100.0 
3.05 (n=123) 25.2% 9.8% 18.7% 27.6% 18.7% 100.0 
2.50 (n=117) 40.2% 12.0% 17.9% 17.1% 12.8% 100.0 
2.03 (n=103) 56.3% 10.7% 15.5% 8.7% 8.7% 100.0 
224 (n=107) 51.4% 11.2% 10.3% 15.9% 11.2% 100.0 
1.78 (n=103) 65.0% 9.7% 12.6% 7.8% 4.9% 100.0 
1.90 (n=104) 59.6% 12.5% 12.5% 8.7% 6.7% 100.0 
1.89 (n=102) 61.8% 10.8% 12.7% 5.9% 8.8% 100.0 
1.87 (n=100) 64.0% 11.0% 8.0% 8.0% 9.0% 100.0 
1.89 (n=102) 60.8% 12.7% 9.8% 9.8% 6.9% 100.0 
1.66 (n=101) 69.3% 9.9% 8.9% 8.9% 3.0% 100.0 
2.52 (n=121) 38.8% 13.2% 19.0% 14.9% 14.0% 100.0 
226 (n=112) 50.9% 9.8% 14.3% 12.5% 12.5% 100.0 
2.94 (n=121) 31.4% 6.6% 20.7% 19.0% 213% 100.0 
2.47 (n=108) 46.3% 102% 10.2% 16.7% 16.7% 100.0 
239 (n=112) 47.3% 8.9% 15.2% 14.3% 14.3% 100.0 
2.49 (n=113) 43.4% 9.7% 17.7% 13.3% 15.9% 100.0 
2.41 (n=110) 47.3% 73% 17.3% 13.6% 14.5% 100.0 
136 (n=98) 81.6% 7.1% 7.1% 2.0% 2.0% 100.0 
122 (n=98) 88.8% 3.1% 6.1% 1.0% 1.0% 100.0 
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the higher share of tangibles in their service product package, as in the 
case of construction firms. 
The heavy dependence on know-how and skill for the production of 
service products necessarily entailed difficulties with the ability to keep 
up with new technology, to respond to rush orders or business, and to 
cope with rapid technology changes in knowledge and skill requirements 
of service workers. Together constituting the third area of operational 
concerns, they returned scores of 2.77, 2.63 and 2.56 respectively for the 
sample. Communication and computer-information businesses were most 
disturbed by the effects of rapid technology changes, in terms of keeping 
up, and in terms of their service workers who would have encountered 
difficulties in keeping abreast with knowledge and skill shifts. Inability 
to respond to rush business was troubling communication and pro- 
fessional services more than all other service industries; probably due to 
the former's inflexibility of extending capacity at short notice for highly 
sophisticated capital equipment, and to the latter's difficulty of recruiting 
more skilled professionals quickly. It may be recalled that communication 
was most highly automated while professional services were the most 
labour intensive subsectors. 
The fourth area of operational concerns centred on costs for material 
and supplies, recognition of ineffective material and supplies control 
system, problems associated with suppliers such as meeting of delivery 
schedules, their bargaining power and their quality reliability. Although 
these were not severe problems with mean scores ranging from 2.04 to 
2.53, they were certainly not to be ignored. It has already been found 
that over a fifth of the firms stated that three-quarters or more of their 
service product package comprised goods, while another 18% said half 
was tangible. This means that numerous service producers would not 
be in a position to function without a reliable supply of materials and 
supplies of acceptable quality. Moreover, their operational costs would 
be severely affected by high and rising costs of necessary materials and 
supplies. 
As distributive trades had the highest proportion of tangibles in their 
transactions, it is not surprising to find that their operators faced the 
gravest concern over high and rising materials and supplies cost. But 
despite the high degree of intangibility of transport service product, 
transportation firms occupied the second place among industries as far 
as high and rising materials costs were concerned. This is due to the 
finding that they were the biggest user of hard technology which 
consumed materials and supplies in their operations. Suppliers' inability 
to meet delivery schedule affected communication establishments most. 
Suppliers' bargaining power hit distributive trades hardest. Unreliable 
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supplier quality and ineffective material and supplies control system were 
of greatest concern to communication establishments. Table 3.25. 
Table 3.25 
Current Service Production and Delivery Concerns of 
Producer Service Businesses 
Weighted Mean 
a) Excess capacity of facility and equipment 1.74 (n=114) 
b) Excess capacity due to too many workers 1.64 (n=114) 
c) Insufficient capacity of facility and equipment 2.34 (n=116) 
d) Insufficient capacity due to few workers 2.43 (n=115) 
e) Inability to respond to rush orders/business 2.63 (n=115) 
h) Aging equipment 1.80 (n=115) 
i) Rapid technology changes in equipment and 
machinery used for services 
2.19 (n=113) 
j) Rapid technology changes in knowledge and 
skill required of service workers 
2.56 (n=114) 
k) Ability to keep up with new technology 2.77 (n=118) 
1) Ability to control quality of service 
provided by customer contact personnel 
3.06 (n=115) 
m) Inefficient preventive 
maintenance of equipment 
1.87 (n=111) 
n) High maintenance cost of equipment 2.18 (n=114) 
o) Rising maintenance cost of equipment 2.12 (n=111) 
p) High overhead costs 3.01 (n=117) 
q) Rising overhead costs 3.14 (n=118) 
r) Ineffective material/ supplies control system 2.04 (n=110) 
s) High material/ supplies costs 2.50 (n=113) 
t) Rising material/ supplies costs 2.53 (n=113) 
u) Bargaining power of suppliers 2.34 (n=113) 
v) Unreliable supplier quality 2.06 (n=111) 
w) Inability of supplier in 
meeting delivery schedule 
2.35 (n=111) 
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Human Resources and Personnel Conditions 
Work Categories 
The survey of 147 firms covered a total of 8,382 persons who worked in 
various producer service establishments. Apart from 85.5% of them who 
were fulltime employees, 4% worked on a part-time basis, 9.7% were on 
contract and 0.8% were engaged as consultants. As the number of firms 
who provided answers varied for different jobs or work categories, 
averages would reflect a clearer picture. For 128 responding firms, an 
average of 60.1 fulltime employees were engaged; 31 firms had an average 
of 10.8 part-timers; 33 firms had an average of 28 on contract, and 12 
firms had an average of 5.7 consultants. It is believed that compared 
with other economic sectors, services firms had a relatively high 
proportion of non-fulltime employees. 
As expected, operating personnel, general workers, technical and 
supervisory personnel and non-clerical workers made up the bulk of full 
timers in the establishments. They averaged 22.7 persons, 17 persons, 
15.1 persons and 13 persons per respondent firm respectively. The 
personnel composition presently observed confirms earlier findings of 
high labour intensity in the sample. The management and administrative 
level had the lowest average of 6.6 fulltime persons per firm, while 
professionals had double that with an average of 12.7 fulltimers. 
Management and professional personnel were obviously leaders who 
provided the soft technology from within the firms. Sales workers 
accounted for 12.5 fulltime workers on average. The distribution of 
selected work categories of fulltime employees by industry evidently 
shows that the more technology and skill intensive the service business, 
the greater was the number of professionals. For example, professionals 
were concentrated in professional services and computer-information 
firms. The more labour intensive industries, such as "others" including 
construction, hotels and repair, as well as distributive trade, had pro- 
portionally more operating personnel. 
Part-timers concentrated in the lowest category of general workers 
while those on contract work were mainly operating personnel or non- 
clerical workers. Consultants were mainly professionals. Table 3.26. 
Minimum Education Needed 
The direct relation between job level and educational level needed for 
the job was obvious from the results of the survey. Professionals required 
tertiary to postgraduate degrees or professional qualifications while 
general workers needed a little more than a secondary level of education. 
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Table 3.26 
Personnel Employed According to Work Category 
Full-time Part-time Contract Consultant 
Work Category 
No. % No. % No. %o No. % 
a) Professional 1105 15.4 17 5.1 109 13.4 51 75.0 
b) Management & 684 9.5 22 6.6 83 10.2 3 4.4 
administration 
c) Technical & 1267 17.7 27 8.1 155 19.1 2 2.9 
supervisory 
d) Sales workers 500 7.0 53 15.8 51 6.3 - - 
e) Operating 955 13.3 2 0.6 186 22.9 9 13.2 
personnel 
f) Clerical 1288 18.0 16 4.8 125 15.4 3 4.4 
g) Non-Clerical 520 7.3 3 0.9 81 10.0 - - 
h) General workers 848 11.8 195 58.2 22 2.7 - - 
Total 7167 100.0 335 100.0 812 100.0 68 100.0 
Sales and technical-supervisory personnel generally possessed some post 
upper-secondary qualification, and operating and clerical workers would 
be expected to have an ordinary secondary school certificate plus some 
additional training. Management and administrators would require some 
sub-professional or technical qualification though not necessarily a tertiary 
degree or diploma. However, earlier findings of the Chief Executive 
Officers' education attainment showed that 66% of them had tertiary and 
22%0 of them had postgraduate education. Table 3.27. 
Age Profile of Personnel 
From the average age of fulltime employees currently working in different 
jobs, again a direct relation was seen between the two. The higher the 
job level, the older was the staff. However, an exception among general 
workers and non-clerical workers was noted; for despite their job levels, 
their ages were around that for technical and supervisory workers. But, 
the latter would certainly be better educated to qualify for the higher job 
category. Table 3.27. 
106 PRODUCER SERVICES DEVELOPMENT AND TRADE 
Table 3.27 
Minimum Educatiom Needed for jobs and 
Current Average Age by Work Category 
Minimum Average Age 
education needed in years 
a) Professional 5.16 34.8 
b) Management & Administration 4.22 33.9 
c) Technical & Supervisory 3.68 29.9 
d) Sales workers 3.28 30.2 
e) Operating personnel 2.52 28.0 
f) Clerical 2.28 26.3 
g) Non-Clerical 1.52 27.7 
h) General workers 1.36 29.8 
*SRP-LCE =1, SPM-MCE = 2, STPM-HSC = 3, Subprofessional-technical- 
certificate-courses = 4, Tertiary (Diploma-Degree) = 5, Postgraduate = 6, 
Professional = 7. 
Male versus Female Workers 
For the sample as a whole, an average firm employed 36.5 men and 16.1 
women fulltime; that is approximately 2.3 men to every woman 
employed. This runs contrary to the general belief that services are 
dominated by women because the present focus on producer services 
excludes personal, public and social services where many women are 
gainfully employed. It is found that the ratio of male to female employees 
increased with the size of the establishments. Proportionally more firms 
with over 10 employees engaged men than women, whereas propor- 
tionally fewer firms with 10 or less employees did the same. This means 
that women tended to concentrate in the smaller firms that were not so 
attractive employers for men, probably due to slightly lower remuneration 
and poorer career prospects. Although the proportion of women is 
believed to be higher than for manufacturing due to the greater affinity 
of women to service jobs, the dominance of male employees was evident. 
This can be explained by the finding that except for clerical jobs where 
women represented nearly two-thirds of those on the payroll, all other 
work categories showed a higher proportion of men. 
Men accounted for two-thirds of the operating personnel, 71% of non- 
-clerical jobs, nearly three-quarters of both professional and management- 
MALAYSIA AND ASEAN IN THE URUGUAY ROUND 107 
administration positions, nearly 80% of sales jobs, 82% of technical and 
supervisory occupations and 88% of general work. Table 3.28. The nature 
of producer services operations, especially labour intensive ones, probably 
necessitated a preference for men as operating personnel, for non-clerical 
work, for sales, technical-supervisory and general work. With the greater 
use of hard technology and further automation, more jobs would be 
amenable for women. But the small number of female professionals, 
managers and administrators can be explained by several factors. Firstly, 
sex stereotyping on the part of employers would limit opportunities for 
women. The second reason is the reluctance of women themselves to 
assume more responsibilities. Thirdly, many women are not ready for 
such jobs due to a lack of appropriate technical qualifications (Sieh et al. 
1991). Besides the gender equity issue, more understanding is needed 
regarding the complementarity of male and female employees in service 
businesses, particularly intermediate producer services targeted for 
business buyers and users. Of great importance is the attitude of 
employers, clients and co-workers towards women in business service 
jobs, and the effect of gender balance on productivity and organizational 
performance of producer service establishments. 
Nationals versus Non-Nationals 
The predominance of nationals over non-nationals employed in producer 
service businesses of Malaysia was confirmed by the results of the survey. 
Nearly 98% of full-time workers were Malaysians compared with only 
2% who were non-Malaysians. Unlike agriculture where a large number 
of foreign workers are found in estates and plantations, and selected final 
services where some foreign workers are engaged, intermediate producer 
services are very much within the hands of Malaysians except for 
construction. Immigration and labour laws tend to safeguard jobs for 
locals by severely limiting the number of foreign personnel to technically 
essential manpower not available in the country and to senior manage- 
ment posts for direct foreign investments. Nevertheless, almost 5% of 
the management and administrative positions were filled by foreigners, 
4.4%0 of technical and supervisory personnel were also drawn from foreign 
sources and about 3%0 of professionals came from outside Malaysia. This 
is not surprising as the country had been traditionally dependent on 
foreign technology and expertise. Although foreign investment in services 
is not as prominent as those in manufacturing, those that arrived were 
inevitably accompanied by their senior manager, key professional and 
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As many as 17% of the firms surveyed had foreign professionals. 
Non-bank finance and computer-information firms led with 43% of their 
respective respondents relying on non-Malaysian professionals. For 
managers and administrators, 15% of the firms reported that non- 
Malaysians were engaged. Non-bank finance had the highest proportion 
of foreign managers as 30% of their managers were foreigners. Trans- 
portation firms followed with almost 25% of foreign managers. Foreign 
technical and supervisory personnel were found proportionally more in 
transportation firms than other firms. They were represented in no less 
than a fifth of the transportation firms surveyed. Table 3.29. 
Racial Distribution 
From the survey, Bumiputeras accounted for nearly 44% of all employed 
on a full-time basis, followed by Chinese with 43%0, Indians nearly 11% 
and others 2%. Most of the last category would be non-Malaysians. The 
relatively smaller proportion of Bumiputeras than their share of the 
population can be explained by several factors. Generally, Bumiputeras 
still preferred public sector jobs. Secondly, for those in private sector 
businesses, they concentrated in large corporations because seeking 
employment in small establishments had the lowest priority (Sieh 1990). 
Thirdly, the fact that producer service businesses were on average small, 
were not attractive to Bumiputeras, particularly the better educated and 
trained among them. It is therefore not surprising that by work category, 
Bumiputeras accounted for most of those employed as general workers 
with 64%, operating personnel with 62% and non-clerical workers with 
55%. Their representation in jobs requiring higher levels of skill and 
training, were below those of Chinese descent. Nevertheless, Bumiputeras 
accounted for 29% of the professionals compared with 62% for the 
Chinese; 28% managers and administrators compared with 58% Chinese; 
39% of technical and supervisory staff compared with 46% for Chinese; 
19% of sales workers compared with 73% of Chinese; and 42% of clerical 
employees compared with 46% of Chinese. Clearly, the biggest gap 
between the two racial groups was for sales jobs, followed by professional 
work and management-administration posts. For technical-supervisory 
and clerical work, the differentials were relatively insignificant. Although 
no comparative data is available for earlier years, it is believed that the 
New Economic Policy had played a successful role in raising the share 
of Bumiputera professionals, technicians and managers, even in organi- 
zations that were not considered tops as employers. 
By industry, a greater proportion of those in industries classified 
under "others", such as construction and hotels, engaged Bumiputera 
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professionals probably due to their business size. The emergence of 
numerous Bumiputera contracting firms since the NEP also explains their 
role in "others". On the other hand, Chinese professionals were signi- 
ficant in professional services firms and transportation services. Again, 
proportionally more of "other services" had Bumiputera managers and 
administrators, while Chinese managers and administrators were 
important in distributive trade, professional services and computer- 
information businesses. Managers and administrators of Indian descent 
were more important in transportation, "others" and distributive trade 
than in other types of services. The role of non-Bumiputeras in 
distributive trade is probably due to historical reasons (Puthucheary 1960) 
while the traditional predominance of Indians in transportation, 
particularly railway, is not unknown. However with the changing socio- 
economic fabric, the association of race with jobs is expected to be 
progressively weakened, and gaps between the races would narrow 
further with time. Table 3.30. 
Remuneration 
When asked to indicate the annual salaries paid to various work 
categories in the last financial year (1988-1989), it was found that as 
expected, professionals led with a mean of $189,980 ringgit amongst the 
54 firms who provided data. Management and administration followed 
as a distant second averaging $33,474 ringgit, whilst technical and 
supervisory workers were third with $22,737 per annum. The lowest paid 
category was clerical workers with $8,521; and the extent this could be 
attributed to the heavy representation of woman in the category cannot 
be ascertained. Despite the rather similar education levels of clerical and 
operating personnel, the former received about half that of the latter. But 
the shortage of skilled workers, including operators, could have explained 
part of the salary differential. Non-clerical workers who were mainly 
men commanded a higher financial remuneration than clericals; and the 
extent the nature of the work, rather than gender, explains the level 
should be further studied. However, it may be recalled that non-clerical 
workers were older and probably had higher seniority than clerical 
employees. (The breakdown of annual salaries and wages paid by 
different service industries and other benefits paid by industry were 
examined but not included in this volume.) 
Length of Employment 
Loyalty of workers in producer service businesses cannot be described 
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remained in their jobs for an average of only 6.6 years. The high rate of 
staff turnover was not confined to services, as manufacturing firms 
encountered similar problems. A plausible explanation is the bouyancy 
of the economy which had created more jobs than the labour market could 
supply, thus giving rise to the habit of job-hopping. In particular, shortage 
of skilled workers had been reported after the mid-eighties recession. 
Operating personnel thus exhibited the shortest average length of 
employment among the various work categories, that is, only 5 years - 
if general workers are not considered. Staff pinching had grown into a 
serious problem not only in the manufacturing sector but also in the 
services sector. Non-bank finance firms appeared to be able to keep their 
staff better than all other industries, probably due to better remuneration, 
other benefits and the image of being employed in a financial establish- 
ment. On the contrary, "other services" such as construction, hotels and 
repair businesses were least able to retain their staff, probably due to their 
less attractive working conditions, environment and irregular working 
hours. 
Trend of Employment 
in every service industry surveyed, well over half the respondents 
indicated having a steady number of employees over the previous 3 years 
for every work category. Around 30% reported having increasing trends 
of employment whilst very few reported having declining trends. The 
pattern would have reflected the prevailing economic conditions and 
expectations for the foreseeable future. 
Human Resource Concerns 
Human resources constitute a fundamental input for any economy 
activity. It has been found earlier that producer services establishments 
in Malaysia tended to be relatively labour intensive, soft technology 
oriented and internally reliant for process technology. All these 
necessitate considerable attention towards the development of skills and 
of manpower to ensure efficient operation, adequately high levels of 
service output and at competitive costs. Although individual respondents 
were only able to express problems they themselves faced with regards 
to issues of personnel and manpower, their answers when combined, 
signify trends for producer services as a whole which must be addressed. 
At least six sets of difficulties were observed. 
The most serious concerns, in terms of human resource, centred on 
availability of professionals (particularly in professional services, 
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computer-information and communication firms); of sufficiently 
experienced and adequately trained operating personnel (especially in 
non-bank finance, communication and computer-information firms); and 
of technical and supervisory personnel (especially in computer- 
information, non-bank finance and professional services). Their weighted 
mean scores on five point scales, ranged from 2.94 to 3.12 for the entire 
sample. Such great concerns reflected the recognition of technology 
embodied in people as the heart of service production systems of the 
establishments, rather than technology that can be readily purchased in 
the form of plant and equipment. 
Availability of management and administration staff was the second 
important area of concern (with 2.79 score) because apart from line 
functions for direct service production, the tasks of planning, organizing, 
directing and control of the business were needed to support and facilitate 
the main production processes. The concern could have arisen from the 
overall shortage of quality managerial manpower in the economy, 
particularly the lack of experienced management expertise in the running 
of specific service industries due to their relative newness and their rapid 
expansion in recent years. By industry, non-bank finance, communication 
and professional services were most disturbed by availability of suitable 
managerial staff. 
The third problem area displayed the burgeoning issue of manpower 
shortage in the economy. It related to sheer numbers, or the lack of it, 
for operation purposes. The complaint was manifested as high employee 
turnover (with score of 2.78, especially in communication and professional 
services); availability of operating personnel (2.65, especially in 
transportation and non-bank finance); the short supply of high level 
technological or professional manpower (2.61, especially for computer- 
information and communication firms). 
Fourthly, high and rising cost of direct service workers, particularly 
in communication and transportation, were aggravated by the problem 
of low direct service worker productivity. These were revealed by their 
scores of 2.62, 2.62 and 2.59 respectively. Obviously, cost and productivity 
had been relegated to lower positions than manpower availability because 
services firms were obviously too preoccupied with getting the jobs filled, 
before thinking about their efficiency and speed of work. Clearly, it is 
urgent that a pool of relevantly trained personnel from which service 
businesses could draw, must be built up. 
The availability of indirect workers such as clerical and non-clerical 
staff (particularly in non-bank finance and "others" respectively), and their 
productivity, made up the fifth area of human resource concern. Their 
respective scores were 2.27, 1.81 and 2.12. Filling supportive jobs was a 
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Table 3.31 
Current Human Resource Concerns of Producer Service Businesses 
Weighted Mean 
a) Low direct service 2.59 (n=122) 
b) 
worker productivity 
Low indirect' worker productivity 2.12 (n=121) 
c) Availability of professionals 3.12 (n=128) 
d) Availability of management and 2.79 (n=129) 
e) 
administration staff 
Availability of technical and supervisory 2.945(n=128) 
f) Availability of operating personnel 2.65 (n=123) 
g) Availability of ADEQUATELY TRAINED 2.953(n=127) 
h) 
operating personnel 
Availability of ADEQUATELY EXPERIENCED 3.10 (n=126) 
i) 
operating personnel 
Availability of clerical workers 2.27 (n=130) 
j) Availability of non-clerical workers 1.81 (n=125) 
k) Employee turnover 2.78 (n=130) 
1) Employee absenteeism 2.13 (n=128) 
m) Aging workforce 1.66 (n=128) 
n) Short supply of HIGH LEVEL 2.61 (n=129) 
o) 
technological/professional manpower 
High cost of direct service workers 2.42 (n=120) 
p) Rising cost of direct service workers 2.62 (n=123) 
q) Industrial unrest 1.64 (n=121)' 
lesser problem than recruiting professional or technical personnel. This 
could be due to the wider application, hence employability, of the former 
to all kinds of industries, compared with the more demanding and 
industry-specific manpower of the latter. 
Other less important concerns, grouped as the sixth problem area, 
included employee absenteeism (highest in transportation), aging 
workforce (also worst in transportation) and industrial unrest (particularly 
in communication and transportation businesses). See Table 3.31. 
GOALS, STRATEGIES AND 
FUTURE DIRECTIONS 
Unlike the manufacturing sector, the services sector of Malaysia had been 
left to itself for a long time as far as development planning and regulatory 
policies were concerned. Exceptions were seen for final services such as 
health, education and welfare in the public sector which received 
continuous attention, more for social reasons rather than for economic 
objectives. Intermediate producer services in the private sector grew 
according to the dictates of market forces. They were not guided by 
deliberate policy measures that were specifically intended for them. 
However, with changing trends, as discussed in the opening chapter, and 
with increasing pressure from trading partners for market access, more 
care has to be exercised in assisting service producers, in order that they 
be well positioned for future developments. In particular, existing and 
potential service businesses need to understand imminent changes, both 
threats and opportunities. They also need to be well informed so as to 
move in the right direction, in an increasingly hostile environment, rather 
than to depend on trial and error as before, in times of relatively closed 
domestic markets. The exact nature and direction such policy measures 
may take would depend on factors that include: market stucture, extent 
of competition and competitiveness, technology, current production 
capabilities, human resource position, and problems that obstruct the 
growth of the sector in general or That lumber specific service industries 
in particular. Prior to determining the type of policies for private sector 
producer services, much more data and understanding of the industries 
are necessary. This study is inclined to suggesting numerous avenues 
for further research. Apart from their profile, performances, practices and 
concerns, as already discussed, it is crucial to understand the goals of 
producer service businesses and their strategies. Current priorities as well 
as those for the next few years would be relevant. Obstacles in the wider 
economic environment that hinder investors both foreign and nationals, 
should be examined. Other factors in the economic environment, such 
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as the role of the Government in affecting the development of producer 
service industries would also be important for future policies. This 
chapter is devoted to these issues. 
Objectives of Producer Services Firms 
Productivity, Efficiency and Stability 
The goals of producer service businesses could be grouped into four main 
types. Despite the earlier emphasis on marketing as observed from their 
reasons for being in the business, it is clear from the objectives explicitly 
reported that the producer service firms surveyed were really more 
production, productivity and sales leadership oriented than market 
oriented, in the sense of going to the market or segments to identify needs 
before developing service products to meet those needs. First, achieving 
high productivity, organisational efficiency and stability were regarded 
as significantly to critically important business goals (with mean scores 
above 4 on a five point scale). With the exception of "other" producer 
services, every industry set very high priority to these objectives, with 
very little variation among them. Non-bank finance establishments were 
particularly emphatic on organisational stability, probably due to the 
volatile nature of their business, as they are close to high risk markets 
characterized by minute to minute changes. Another reason could be 
their experience with instabilities in the mid-eighties, that arose from poor 
client performance, which in turn affected their need to ensure stability. 
Computer-information firms however, gave equal weight to high 
productivity, organisational efficiency and stability. 
Growth and Performance in Markets 
The second type of business objectives centred on growth and perform- 
ance in the markets of their respective industries. Leadership in the line 
of business was significantly important as a goal, with a weighted mean 
score of 4 for the sample. Non-bank finance reported this point most 
strongly probably due to the importance of head start advantages of 
offering a specific, new service product before competitors jump on the 
bandwagon within an extremely short period of time. Their score of nearly 
4.6 is credible. Sales growth was stressed most by communication firms 
who returned a score of 4.6, followed closely by computer-information 
businesses with 4.5. Although such an objective generally appears 
universal, both these industries were probably pushing hardest to keep 
abreast with the phenomenal growth rates of their industries in order to 
maintain their market shares. With increasing production capacity, 
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growth in sales was also needed to support the enlarged operations. The 
related objective of market share improvement was most obvious for 
distributve trade businesses (4.4), then for computer-information (4.3) and 
non-bank finance firms (4.2). For the first two industries where tangible 
products constituted a substantial portion of the service-product package, 
market share objectives could be viewed as normal. But the fact that non- 
bank financial companies picked market share as a goal indicates their 
definite shift towards a more market conscious approach in conducting 
business, especially when the entire product constituted invisibles as 
reported earlier. This reflects an important change in direction from a 
decade or so ago. 
Profit maximisation and organisational growth were found to be 
relatively less important goals among transportation firms and profes- 
sional services. In the case of transportation, which is a traditional service, 
despite rapid technological progress that affected the manner those 
services were produced, the industry was probably saturated with 
competitors to permit profit maximisation and organisational growth to 
be considered as realistic goals. On the other hand, despite the relatively 
recent recognition of professional services as businesses that also need to 
take competition more seriously, organisational growth would not be a 
readily attainable goal simply because of the heavy dependence on the 
number of professionals who could and would join the business unit. 
Secondly, professions that are closed to members of recognised and 
accredited professional bodies, such as accountants, architects and 
lawyers, had to abide by stringent codes of ethics. Traditionally, they 
did not and were not permitted to compete openly, for example through 
advertising. Such limitations would naturally decrease the importance of 
organisational growth as a goal. Thirdly, rapid growth may not be 
amenable for certain professional practices and would therefore not be 
important. Almost as a corollary, profit maximisation would appear an 
unlikely goal. Again, many professionals would genuinely prefer to 
concentrate on their professional interest and responsibilty, even if they 
meant less profits. 
Employee Welfare and Social Responsibility 
The third set of goals identified among respondents, focussed on 
employee welfare and social responsibility with scores of 3.6 and 3.4 
respectively. This is not surprising in view of the great reliance on people - both as sources of soft technology and as operating and supportive 
personnel - rather than on hard technology and on highly automated 
operational systems. By industry, computer-information firms chose to 
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stress employee welfare most, followed by non-bank finance and 
distributive trade. The finding could be due to the critical shortage of 
qualified computer personnel in the economy, the highly people based 
systems of non-bank finance establishments and the heavy usage of 
personal selling by distributive firms who faced difficulties in engaging 
suitable sales personnel. 
Social responsibilty was a rather important goal for distributive trade, 
computer-information and transportation service businesses, probably 
attributable to the nature of their service-product packages. Besides 
"others services", non-bank finance firms were found to pay the least 
attention to social responsibility as a goal. A plausible reason could be 
that such firms belonged to a larger group of companies or were sub- 
sidiaries (as witnessed in this survey) and where such functions would 
have been left to the group or parent company. 
Innovation, New Markets and Risk Diversification 
The fourth type of goals was considerably more difficult to achieve be- 
cause of the risks involved. They included objectives such as innovation, 
entering new markets and risk diversification. Such riskier and less 
readily attainable goals understandably trialed behind those of produc- 
tivity, market and organisational performance, and obligatory welfare 
objectives. Nevertheless, computer-information and communication firm 
aimed for innovation more than others. Their scores of 4 indicated the 
importance of innovation as an objective, probably because innovation 
would mean greater competitive advantage, which was necessary as 
competition intensified in the markets they served. 
Entering new markets was most noticeable among distributive trade 
and computer-information businesses with scores of 4.4 and 4.3 res- 
pectively. Both these industries had transactions that featured high 
tangible components. Certainly, an alternative approach to increasing 
sales is to broaden a firm's market base by tapping unventured ground 
rather than working on product improvement for the same clientele or 
market segment. This is closely linked to the goal of diversifying risk, 
which effectively included efforts to spread the eggs. Such conscious 
effort at managing risk was most ostensibly displayed by non-bank 
finance firms, probably by adding new service products (3.6); followed 
by computer-information service firms probably through technological 
improvement (35). Professional services appeared least concerned with 
spreading to new markets neither were they concerned with risk diver- 
sification. For many professional services, locating near clients was 
necessary for service performance, for example consultancy; while for 
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Table 4.0 
Goals of Producer Service Businesses 
Weighted Mean 
119 
a) Profit maximization 3.94 (n=145) 
b) Organizational growth 3.68 (n=145) 
c) Sales growth 3.97 (n=143) 
d) Market share improvement 3.74 (n=140) 
e) Enter new markets 3.36 (n=138) 
f) Organizational efficiency 4.16 (n=142) 
g) Organizational stability 4.15 (n=141) 
h) High productivity 4.20 (n=143) 
i) Leadership in line of business 4.00 (n=144) 
j) Risk diversification 2.93 (n=139) 
k) Innovation 3.45 (n=141) 
1) Employee welfare 3.61 (n=142) 
m) Social responsibility 3.36 (n=142) 
n) Others 1.64 (n=11) 
others, diversifying risk through new service products may not be 
technically feasible, for example legal, nor ethically proper, for example 
accounting. Nonetheless, new service product lines are not entirely 
impossible. For example, consultancy services and setting up of manage- 
ment information system for clients are of recent vintage compared with 
conventional auditing and tax services provided by accounting firms, as 
will be discussed in the next chapter. Table 4.0. 
Strategies and Priorities 
The strategies of producer services for achieving their desired objectives 
are best observed from their management practices when marketing and 
producing their services output. Some of these have been discussed in 
Chapter 111. But their strategies for achieving competitiveness in the wider 
environment need to be understood, thus the task of this section. The 
question of whether the strategies for gaining external recognition and 
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competitive edge would serve the desired objectives and would help 
resolve concerns expressed would constitute a different, though related, 
issue. 
Competitive Strategies 
Improving quality, speed and reliability made up the top most important 
category of strategies for attaining competitiveness. Following, increasing 
contribution of service personnel ranked second, with elevating image 
and market access third, ensuring competitive pricing and payment terms 
fourth, enhancing service production flexibility and innovation fifth and 
improving location sixth. Special effort had been given to consistency 
in quality of service provided, reliability in service delivery and 
promptness in service delivery as leading strategies for attaining 
competitiveness among the firms studied. In particular, "other services" 
including construction, hotels and repairs, placed greatest emphasis on 
quality consistency, probably because of their heavy reliance on operating 
personnel whose output may vary considerably. Reliability in service 
delivery was stressed most by non-bank finance. This is because the 
credibility of financial service producers must always remain impeccable, 
as they handle clients' assets. Also, as the service product is entirely 
intangible, non-bank finance service producers cannot fall back on tangible 
products to uphold their reputation. Promptness in service delivery was 
the most significant strategy for computer-information, as "speed of pro- 
blem solving" is often the intangible service offered for sale by such firms. 
The second category of strategies for competitiveness was also quality 
driven. They concerned service personnel and follow up action after the 
services were sold. Computer-information establishments stressed these 
strategies most probably because their business demands continuous 
client and service personnel interaction for some time after the transaction. 
It is therefore not surprising that recruiting and maintaining skilled 
personnel were closely related strategies that were important for achieving 
competitiveness. 
Thirdly, elevating the image projected by the service production 
environment, such as up-to-dateness and appropriate ambiance, together 
with gaining access to the market itself, were strategies that ranked behind 
quality and service personnel strategies. Image strategies were most 
significantly adopted by computer-information and non-bank finance 
firms, while strategies for gaining market access were counted upon most 
by communication firms. 
Ensuring competitive pricing and flexibility in payment terms con- 
stituted the fourth category of strategies for achieving competitiveness. 
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They were most heavily relied upon by distributive trades as terms and 
conditions often determined sales, when selling to intermediaries who 
conducted their own businesses. Clearly, when the tangible portion of 
the product-service package was high, pricing and payment flexibility 
would assume greater importance for competition. 
Strategies based on service production flexibility and innovation 
ranked only as the fifth important approach for competitiveness. They 
included flexibility in achieving client specifications, service innovation 
and modification, and ability to gain access to and utilisation of in- 
formation technology. Again, all these methods were most relevant for 
computer-information rather than other service industries, probably 
attributable to the former's inherent technological capability for service 
product modification and adaptation in the first place. Moreover, these 
strategies were also of higher risk and costlier than others, which explain 
their lower priority. 
Strategies of location choice and multi-siting made up the sixth 
approach for achieving competitiveness. Producer services appeared to 
share similarities with industrial products in the sense that direct personal 
selling, where service sellers need to approach buyers, was greatly 
emphsized. This partly explains the lower priority given to locational 
issues among producer businesses. Table 4.1. 
Quality Improvement Strategies 
In view of the repeated emphasis on service quality, an attempt was 
made to explore the strategies adopted for improving the quality of 
services offered. Promptness in service with a mean score of 4.2 was 
found to be the leading method employed, particularly by distributive 
trade and non-bank financial service firms. In the case of the former, the 
strategy translates into shorter leadtime for buyers who in turn resell the 
goods, and probably into faster rate of turnover. For the latter, clients 
often approach several competing companies. Speed, particularly in 
processing applications and paying out funds, is often the basis for 
successful deals. 
The second strategy for quality was the provision of personal 
attention. Computer-information and professional services depended 
most heavily on personal contacts and provision of personal attention to 
clients as a way of ensuring service quality. This is not surprising because 
customisation of service output is common in both the industries. Despite 
the prevalence of software packages for computer services, very often 
adjustments to clients' business needs are necessary, thus the need for 
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Feedback from and evaluation by clients was the third important 
strategy for improving quality of services. Communication and pro- 
fessional services used this more often than others. 
The fourth important strategy was to employ experienced service 
providers. Computer-information and professional services firms rated 
this higher than others, because both the industries faced acute shortages 
of such personnel, partly because of the rapid expansion of their industries 
which were also relatively young. Non-bank finance seemed to depend 
least on this strategy probably because they provided training, both in- 
house and externally. They also enjoyed lower staff turnover. As a con- 
sequence, experienced staff was already available in their establishments. 
Despite the acknowledgement that the human resource factor is 
extremely important and in spite of the great reliance on soft technology 
for relatively labour intensive methods of service production, it is 
surprising that regular training programmes had a mean of only 3.2. This 
is a rather low rating for a quality improvement strategy. A reason is 
that with high rates of personnel turnover, it is not worthwhile to train 
staff only to find them leaving for competitors' organisations. Perhaps 
fiscal incentives could be given to encourage training and appropriate 
steps such as salary adjustments or other benefits could be provided to 
discourage job-hopping. 
The use of random inspection by persons of higher position ranked 
even lower. Three reasons could be given - first, difficulty of recruiting 
suitable supervisors due to shortage of skilled personnel in the labour 
market. Secondly, many firms prefer to employ male rather than female 
supervisors for reasons of mobility and security, which further reduce 
the pool of eligibles. Thirdly, more supervisory staff would mean higher 
cost which could render output uncompetitive, in terms of price. Other 
methods that were only considered slightly to moderately important for 
quality included peer evaluation, convenient location and job rotation 
Table 4.2. 
Service Promotion Strategies 
In consonance with the weight placed on personal attention to improve 
service output quality, it was found that personal selling was over- 
whelmingly relied upon as the chief means of generating sales. 138 firms 
returned a weighted mean of 4.14 as compared to 3.42 for the second 
method which involved word of mouth advertising. Across industries, 
non-bank finance and computer-information firms were most dependent 
on personal selling while professional services found word of mouth 
advertising most effective. 
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Table 4.2 
Strategies for Improving the Quality of Services 
Weighted Mean 
a) Peer evaluation 3.05 (n=134) 
b) Feedback from and evaluation by clients 4.07 (n=143) 
c) Random inspection by persons in 
higher positions of responsibility 
3.15 (n=140) 
d) Regular training programmes 3.16 (n=142) 
e) Job rotation 2.36 (n=138) 
f) Innovative service concept 3.24 (n=138) 
g) Experienced service providers 3.83 (n=137) 
h) Promptness in service 4.19 (n=140) 
i) Personal attention provided 4.14 (n=141) 
j) Reasonable price 3.45 (n=139) 
k) Convenient location 2.81 (n=138) 
1) Others 2.20 (n=15) 
Unlike goods transaction, pre-purchase sources of information, 
including those obtained through personal representatives of service 
vendors and verbal recommendations regarding producer services, play 
an important role in affecting choice of service supplier. As intangible 
service outputs could not be evaluated directly before purchase, service 
producers' track record and testimonies of previous clients would W 
useful to promote sales (Chong, T.H. 1991). Among many professional 
services, not only would traditional professional ethics disallow media 
advertising, personal selling would be frowned upon with disdain. Hopes 
were placed mainly on word of mouth references. 
It was found that "other" strategies for increasing services sales 
ranked third, although reported by only 37 respondents. They included 
referrals from both within the industry or from elsewhere, even from 
foreign service establishments. There were also indicators that enter- 
tainment could play a role in certain industries although details are not 
available. 
Below-the-line sales promotion, with a mean score of 2.37, ranked 
fourth in importance, being most popular among communication services 
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and "other services" firms. Distributive trade also employed sales 
promotional methods, with non-bank finance following a little behind. 
They would probably take the form of gifts, such as calenders, diaries 
and contests for dealers or agents. 
Media advertising ranked last for producer services as a whole, which 
is not surprising in view of the constrains of professional codes, and the 
difficulties of communicating and presenting intangible products. Even 
if professionally acceptable, the relatively limited number of business 
buyers of intermediate services, would result in high wastage, unless 
advertisements are placed in very specialised media. The absence of 
tradition in using advertising may also cause inertia towards mass media. 
However, communication and "other services" displayed moderate to 
significant use of advertising, partly because of the absence of institutional 
restraints for those services. Transportation and computer-information 
firms also reported slight to moderate deployment of advertising to 
generate sales, with non-bank finance firms following behind. Pro- 
fessional services indicated the lowest score of 1.64 which signified less 
than a slight extent of advertising. Usage was confined to "open" services 
(such as consultancy, advertising, marketing services) rather than "closed" 
services (such as accountancy, legal and engineering services). However, 
for services without special explicit prohibitions, media advertising would 
be used more in the future, probably to build corporate image, to identify 
name of service establishments, to introduce new service products, to 
inform of changes in place and time of services outlets, apart from 
generating sales. As competition heightens, more would resort to media 
promotional strategies. Table 4.3. 
Table 4.3 






a) Personal selling 138 4.14 1 
b) Advertising 130 2.37 5 
c) Word of mouth advertising 133 3.42 2 
d) Sales promotion 127 2.37 4 
e) Others 37 3.40 3 
* Rank 1 = most important; 5 = least important 
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Pricing Strategies 
A closer look at pricing strategies employed by producer services revealed 
the predominance of setting prices at the going rates in the market. A 
weighted mean score of 4.26 was obtained from 110 firms. Does this 
signify that the markets are that competitive that service producers are 
sheer price takers? Or could the reverse be true in that the competitors 
being so few and dominating that they, as a group, dictate explicit 
oligopolistic rates amongst supplier members? Only detailed market 
structure analysis can provide answers and reasons. 
On the other hand, the finding that cost-plus or mark-up pricing 
ranked as the second important method of price determination, tends to 
suggest that service producers were very much internal operation oriented 
(3.69). This was buttressed by the stategy of pricing to attain targeted 
profit which ranked fifth (3.25). 
But the third ranking strategy of pricing according to value perceived 
by the customer appeared to temper the importance of pricing to pro- 
ducers' goals. With a mean score of 3.63, demand factors could not be 
dismissed as unimportant, for clearly customers' willingness to pay would 
be taken into account. Again, this contrasting finding awaits further 
analysis. Table 4.4. 
Service Product Innovation Strategies 
Earlier findings revealed that producer services did not place too much 
weight on product innovation and development either as a business 
objective or as a competitive strategy. Nevertheless, they were ambitious 
Table 4.4 






a) Cost plus mark up 108 3.69 2 
b) Targeted profit 107 3.25 5 
c) Value perceived by the customer 110. 3.63 3 
d) Going price in the market 110 4.26 1 
e) Others 16 3.88 4 
* Rank 1 = most important; 4 = least important 
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Table 4.5 
Strategies for Innovation of Services Product 
a) To lead in service innovation 
in the industry 
b) To follow the closest 
competitor 








116 3.50 1 
107 2.59 3 
106 2.69 2 
31 1.32 4 
* Rank 1 = most important; 5 = least important 
enough to count amongst their policies that of striving to lead in service 
innovation in the industry. 116 firms returned a mean score of 3.5. 
Secondly, they would follow the leader in the industry, in terms of 
services innovation (2.69), rather than move just to follow the closest 
competitor, which ranked third (2.59). The pertinent issues would be 
whether producer service businesses possess the technological capability 
to innovate, whether they are willing and able to bear the financial risks 
and costs of innovation and whether market conditions permit them to 
attempt such strategies. Table 4.5. 
Strategies for Sourcing Human Resources 
The importance of both quantity and quality of human resources for 
productivity improvement and efficiency of operations cannot be over- 
emphasized. The survey found that advertisements represented the most 
significant method of getting new employees, especially among computer- 
information and non-bank finance establishments, who were likely to 
have in-house personnel departments to perform recruitment exercises. 
The second important approach of relying on internal recommendations 
from staff, was most prevalent in distributive trade and non-bank finance 
firms; probably due to the need for specific market knowledge in the case 
of the former and preference for good character reference in the case of 
the latter. Thirdly, external recommendations were again widely 
employed by computer-information and non-bank finance firms. Write- 
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in or walk-in applicants were commonest amongst "other services" and 
also among non-bank finance. Employment in such services was probably 
attractive enough for job seekers to initiate approaching firms. Although 
employment agencies were relied upon by distributive trade who needed 
to recruit specialised personnel for certain product markets, and by 
professional services for specific skills, non-bank finance found this least 
important because they conducted recruitment themselves. The least 
important method was to recruit from schools and institutions, except 
for communication probably to reach technically trained personnel, and 
professional services who have close links with professional bodies 
and institutions who conducted highly specialised professional, sub- 
professional and technical training courses. Table 4.6. 
Strategies for Improving Employees 
Training was earlier observed to rank lowly as a strategy for improving 
service quality despite heavy reliance on personal selling to close deals, 
and on service production and delivery personnel to follow through the 
transaction. Nevertheless, amongst training alternatives, respondent firms 
indicated that on the job training was used most, especially by computer- 
information and communication establishments. In-house formal training 
programmes ranked second. They were most widely found in non-bank 
finance and computer-information firms as skill development strategies. 
Thirdly, producer services firms relied on external, specialised training 
courses. Computer-information and non-bank finance firms very often 
sent employees to courses conducted by professional institutions or 
private training organisations. Sending employees overseas for training 
was the least important strategy in view of the high costs involved. 
Nevertheless, computer-information and non-bank finance were able to 
afford such a strategy, but only to a slight extent. 
But what were the reasons for the limited training provided by firms 
in producer services? Among those where absolutely no training were 
provided, 31% believed that skills and knowledge could be acquired on 
the job incidentally, which remained to be proven. Another 22% did not 
engage in training because only employees with the necessary experience 
and skills were recruited. This explains to some extent the widespread 
practice of job hopping, as experienced staff gets poached away by 
competitors who offered slighly better remuneration. A further 20% who 
did not offer training in order to save costs. Other reasons included the 
need for employees to be immediately productive (13%), high turnover 
rate (8%), and the absence of guarantee that those trained would continue 
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referred to the futility of doing so. Yet they acknowledged the importance 
of skilled manpower for service quality and operational efficiency. Most 
were acting rather individualistically, each taking care of its own turf. 
For the services sector as a whole, such attitudes would be detrimental 
for long term development of industries within the sector. Urgent steps 
are needed to reverse the situation. Table 4.7. 
Strategies for Motivating Employees 
Six out of the top ten strategies considered important for motivating 
employees, were directly or indirectly in the form of financial rewards. 
The single most important strategy was to offer competitive salaries that 
Table 4.7 
Employee Training by Producer Service Businesses 
Importance 
Weighted 
Mean None Slight Moder- Signi- Critical Total 
ate ficant 
a) On the job training 4.21 (n=139) 
b) In house formal 2.94 (n=129) 
training programmes 
c) External specialised 2.49 (n=130) 
training courses 
d) Send employees 1.83 (n=127) 
overseas for training 
IF NOT AT ALL, what are the reasons? 
2.2% 2.9% 15.8% 30.2% 48.9% 100.0 
21.7% 14.7% 27.9% 19.4% 16.3% 100.0 
27.7% 20.8% 32.3% 13.1% 6.2% 100.0 
57.5% 18.9% 11.8% 7.1% 4.7% 100.0 
No of firms % 
a) Only employees with necessary 
experience and skills are recruited 
29 21.8 
b) Employees are immediately productive 17 12.8 
c) Skills and knowledge can be 
acquired on the job incidentally 
41 30.8 
d) To save costs 27 20.3 
e) High turnover rate 11 8.3 
f) Cannot guarantee employment 
after training 
8 6.0 
Total 133' 100.0 
*Some respondents gave more than one answer. 
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were commensurate with job responsibility (weighted mean score of 3.88). 
Professional services placed most emphasis on salary as a motivator, 
followed by firms in communication, computer-information and non-bank 
finance. The other five incentives included bonuses for exceptional per- 
formance (3.53), again especially important among professional services 
establishments; fringe benefits usually in the form of car and various 
allowances (3.23) which were most significant in non-bank finance 
companies; financial incentives (3.17) were again most pertinent among 
non-bank finance services; profit sharing schemes that were stressed most 
by transportation firms; and partnership agreements for ownership 
schemes which applied best to professional services in view of their form 
of business organisation. 
Opportunities for career and personal development with a mean score 
of 3.57, rated second among the top ten strategies for motivating em- 
ployees. Computer-information firms appeared to lead in this approach. 
Professional services and communication firms followed behind. 
Clearly, the working environment itself was important as a motivator 
in two ways. First, improvement of interpersonal relationships within 
the organisation (with a score of 3.38), ranked third among the top ten. 
This was supported by the importance of acceptable groups within the 
business unit or establishment, which rated 2.31. Such human oriented 
motivating factors in the work environment were found to be most 
significant by those in computer-information, non-bank finance and 
professional services firms, probably due to the need for close interaction 
to produce effective work. Secondly, improvement of physical working 
conditions ranking seventh among the top ten motivators, returned a score 
of 2.79. Communication, computer-information and non-bank finance 
firms found physical working environment most pertinent for motivating 
employees, probably due to the pressure on space and facilities that 
resulted from rapid expansion of the firms. Table 4.8. 
The Next 5 Years 
Major Strategic Directions 
Producer services industries covered by the survey had visions of their 
strategic directions in the next 5 years that were very similar to those 
expressed by manufacturers (Sieh 1987). They would be expected to 
follow the less risky paths rather than assume adventurous roles. Top 
priority would be given to increasing their market share in existing 
markets as a future strategy (4.02). Entering new markets with existing 
services would take second place (3.84). Developing new services for 
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services for new markets which involved treading further onto unfamiliar 
grounds would take fourth place as a future strategy (3.43). Table 4.9. 
Across services industry, the emphasis on the different strategies for 
staff motivation varies with the degree of competition within the industry, 
the extent of market maturity of both service providers and buyers, the 
rate of technological change in service production and delivery, the degree 
of regulation by authorities with respect to service production, promotion 
and other factors. It was found that firms in distributive trades, pro- 
fessional services and "others" would proceed according to the four 
strategies described, emphasising the least risky first. Transportation 
establishments however, would regard entering new markets with 
existing services most important in the next five years, then increasing 
market share in existing markets, developing new services for existing 
markets and developing new services for new markets, in that order. This 
may be explained by the significance of geographical spread within which 
transport service producers were permitted to operate, rather than sheer 
technological ability for the industry. Issues such as permited routes, 
airline landing rights and cargo shipping rights for marine transportation, 
would be relevant. ' 
Communication firms seemed to think that increasing market share 
in existing markets would be as important as entering new markets with 
existing services. This may signify that the industry would expect growth 
in the markets they already served. Heavier usage by prevailing clients, 
as well as enlisting new users of the services offered, would appear 
possible over the next few years. Simultaneously, communication firms 
were also aware of the need to obtain a foothold in territories they did 
not already serve, either to discourage competitors or to reap advantages 
of being the first in the market. 
Computer-information establishments would try to increase their 
share of existing markets and develop new services for existing markets 
at the same time, before moving to new markets with existing services. 
This could be due to the rapid expansion of existing markets in terms of 
roping in new buyers and users. For clients who were already adopters, 
technological advancements would cause the need to upgrade systems 
and services; thus the priority of computer-information services on 
existing markets rather than new markets in the near future. Besides, 
for many firms within the industry, market demand was expected to 
outstrip their ability to supply, which is associated with difficulties of 
recruiting suitably qualified staff. 
In non-bank finance, apart from increasing shares of existing markets 
such as through promotional strategies, which began to play a con- 
spicuous role only in recent years, developing new services for existing 
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Table 4.9 
Strategic Directions of Producer Service Businesses 
for the Next 5 Years 
a) Increase market share in 
existing markets 
b) Entering new markets with 
existing services 
c) Developing new services for 
existing markets 
d) Developing new services for 
new markets 
e) Withdrawing from certain businesses 
f) Growing by acquisition 
g) Backward integration 
h) Forward integration 
i) Diversify into related business 












markets in future would rank second. This is not surprising in view of 
the possibility of creating new service products as a result of certain de- 
regulatory measures permited by the country's central bank. Competition 
had become more intense and meaningful, particularly in the area of 
product development and marketing. The strategy of entering new 
markets with existing services would be relegated to the third rank, 
simply because vast geographical expansion had already been achieved 
over the last two decades, where extensive branch networks had been 
successfully established by many of the producers. 
Minor Strategies 
Other less important strategies for the next five years would include 
diversifying into related businesses, which ranked fifth for the sample 
(2.88). In particular, communication and distributive trades would adopt 
such a path more than others. This is understandable as the operational 
structures and systems of their businesses were already in place and were 
probably more readily adaptable to other services and products - 
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provided other considerations of market and finance were favourable. 
Forward integration took the sixth place as a future strategy, with a 
weighted mean score of 2.35. Again, communication and distributive 
trade would emphasise such a strategy most. 
The seventh future strategy of growing by acquisition, was found to 
be emphasised most by transportation firms. This could be attributable 
to the speed of such a method for expansion, bearing in mind the redtapes 
encountered in obtaining permission for new routes, besides other tasks 
such as developing personnel to operate them. Withdrawing from certain 
businesses ranked as the eighth strategy which would be especially 
relevant to communication, distributive trade and computer-information 
establishments. This reflects the sensitivity of services industries to 
changing market conditions, demand patterns and technological impli- 
cations. Their recognition of limited service product lifespan is indeed 
commendable. 
Backward integration, in the ninth place, was thought to be a signifi- 
cant approach of the future by communication and computer-information 
firms. Whilst the tenth strategy of diversifying into unrelated businesses 
would be emphasised most by distributive trades. Table 4.9. 
Steps For Improvement and Development 
From a list of 43 areas of possible improvements that covered planning 
and management, operations, service delivery, sales and marketing and 
human resource development, the top three were to engage in strategic 
planning, operations reorganisation to improve efficiency and quality 
control in products or services. Each of the three returned mean scores 
of 3.95 out of scales of 5, which indicated that considerable attention 
would be focussed on them. In the fourth to the twelfth positions were 
the following: improving accuracy in handling accounts (3.93); improving 
quality of service provided by customer contact personnel (3.91); 
increasing throughput or productivity (3.89); improving consistency of 
service provided by customer contact personnel (3.87); improving pro- 
ductivity through operations reorganisation (3.81); quality control in 
service production process (3.74); quick cashing and billing (3.74); skills 
development (2.83); and improving budgeting (3.72). 
Evidently, producer services industries were highly aware of the need 
to initiate future action that would enhance quality and consistency of 
quality of their service products, service production processes and 
customer contact personnel. Elevating efficiency, productivity and 
throughput particularly through reoganisation of operations and through 
skills development were also emphasised. Improvement in aspects of 
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business conduct particularly by engaging in strategic planning, budget- 
ing, handling of accounts, quick cashing and billing were not forgotten. 
Although less emphasis would be given to sales and marketing 
improvement and development than to service operation and delivery, 
when asked about marketing, sales planning and analysis would have 
the highest priority. Other steps would include demand forecasting, 
market research, smoothing fluctuating demand levels to match capacity 
and lastly sales promotion. 
In view of the reliance on direct service workers for improved firm 
performance, the likely steps of motivating such personnel were asked. 
The survey revealed that employers would offer firstly, job security, and 
secondly, education, training and more information as the key incentives. 
Other important future motivators would include improvement of inter- 
personal relationships, direct financial incentives and fringe benefits. 
Table 4.10. 
Table 4.10 
Strategies for Development/Improvement in the Next 5 Years 
Weighted Mean 
Planning & Management 
a) Strategic planning 3.95 (n=142) 
b) Cost accounting 3.49 (n=141) 
c) Financial performance reporting 3.63 (n=141) 
d) Budgeting 3.72 (n=141) 
Operations 
e) Operations reorganisation to improve productivity 3.81 (n=138) 
f) Operations reorganisation to improve efficiency 3.95 (n=137) 
g) Operations reorganisation to improve flexibility 3.53 (n=138) 
h) Increasing throughput/ productivity 3.89 (n=136) 
i) Capacity expansion 3.30 (n=134) 
j) Quality control in service production process 3.74 (n=130) 
k) Quality control in products /services 3.95 (n=131) 
1) Automating jobs 2.66 (n=135) 
m) Introducing robotics 1.49 (n=132) 
n) Introducing capital equipment to 2.43 (n=128) 
o) 
reduce cost of service production 
Developing new process for existing services 2.91 (n=132) 
p) Developing new process for new services 2.78 (n=130) 
q) Standardizing services 2.88 (n=130) 
r) Customizing service to order 3.00 (n=128) 
s) Improved maintenance of equipment 2.58 (n=126) 
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Table 4.10 (continued) 
Strategies for Development/Improvement in the Next 5 Years 
Weighted Mean 
t) Purchasing/supplier management and relations 2.63 (n=126) 
u) Supplier quality 2.85 (n=128) 
v) Materials /supplies control systems 2.59 (n=125) 
W) Integrating operations information systems 3.05 (n=129) 
x) Integrating information systems cross functions 2.95 (n=128) 
Service Delivery 
y) Quick cashing and billing 3.79 (n=134) 
z) Accuracy in handling accounts 3.93 (n=134) 
aa) Improving service delivery layout and environment 3.56 (n=134) 
bb) Improving quality of service provided by 3.91 (n=135) 
customer contact personnel 
cc) Improving consistency of service provided by 3.87 (n=134) 
customer contact personnel 
Sales and Marketing 
dd) Demand forecasting 3.46 (n=129) 
ee) Sales planning and analysis 3.52 (n=128) 
ff) Market research 3.25 (n=129) 
gg) Smoothing fluctuating demand levels to match capacity 3.12 (n=129) 
hh) Sales promotion 3.02 (n=131) 
Human Resource 
ii) Giving workers broader range of tasks 3.28 (n=136) 
jj) Giving workers more planning responsibility 3.36 2(n=135) 
kk) Changing service personnel and management relationships 2.% (n=135) 
11) Office automation 3.12 (n=134) 
mm) Direct service workers motivation through 
1) Direct financial incentives 3.47 (n=133) 
2) Non-financial incentives 2.81 (n=133) 
3) Improvement of physical working conditions 3:08 (n=133) 
4) Improvement of interpersonal relationships 3.49 (n=134) 
5) Fringe benefits 3.29 (n=132) 
6) Job security 3.56 (n=134) 
7) Acceptable working hours 3.14 (n=132) 
8) Education, training and providing more information 3.56 (n=133) 
nn) Worker safety 3.15 (n=130) 
oo) Skills development 3.78 (n=133) 
pp) Reducing size of workforce 2.26 (n=133) 
qq) Increasing size of workforce 2.83 (n=136) 
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Future Planning and Management Steps 
Apart from transportation and communication, all industries covered in 
the survey indicated that highest priority would be given to strategic 
planning as far as general management of their businesses was concerned. 
Non-bank finance and computer-information services producers would 
accord significant to critical emphasis to strategic planning over the next 
five years. Communication establishments however, stressed financial 
performance reporting as their top future action for improvement; while 
budgeting would be uppermost in the minds of transportation establish- 
ments studied. Perhaps if earlier findings on problems and concerns are 
recalled, the different priorities could be better understood because the 
emphasis of each industry were dictated to some extent by their own 
peculiar needs and difficulties. For example, it was reported earlier that 
communication firms displayed considerable concern over managing 
accounts receivables and inappropriate accounting methods, hence their 
emphasis on improving feedback on financial performance. 
Future Operational Developments 
Variation by industry was clear for future operational strategies. Distri- 
butive trades rated quality control in service production process first, 
followed by quality control in products or services they transacted, and 
thirdly improving supplier quality. But their focuss on quality seemed 
undivided probably because of intensifying competition in an already 
saturated market. 
Among transportation firms, central attention would be paid to 
operational reorganisation to improve efficiency, productivity and 
flexibility, at the same time increasing throughput of services. 
Developments in transportation services demanded by intermediate 
buyers appeared to require improvements in productivity and efficiency, 
in order to meet expansion of the market. 
Communication services suppliers indicated their intention of increas- 
ing throughput and productivity in the next 5 years as far as operations 
were concerned. They also wanted to improve productivity and efficiency 
by reorganising their service production operations, probably to cater to 
the expected rise in business volume. 
Similarly, computer-information would stress on efficiency, pro- 
ductivity and increasing throughput as well as quality control in products 
and services in the next few years. Firms in the industry would be 
expecting to meet growing demand not only from new buyers but also 
very importantly, from existing clients who would continue to require 
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newer and improved services that would be brought by technological 
innovations from time to time. 
Non-bank finance establishments intended to increase throughput, 
productivity and efficiency with operations reorganisation. But like 
transportation firms, they would also want to improve on flexibilty. This 
is probably increasingly feasible in the future, as a result of continual 
deregulation by the government in line with global industry trend. 
Professional services and "other services", that included construction, 
business hotels, industrial repair, expressedly would emphasise quality 
control in products and services, and operations reorganisation to improve 
efficiency and flexibility. Again, with rising competition and expanding 
market demand, both quantity and quality aspects would need to be 
improved. 
Future Improvements for Service Delivery 
When asked of likely future action for improving service delivery to 
clients, all producer services industries surveyed - except computer- 
imformation, professional services and "other" industries - indicated that 
they would emphasise accuracy in handling accounts above other possible 
action. Computer-information professional services however stressed 
most heavily on improving quality of service provided by customer 
contact personnel. "Other services" stressed on quick cashing and billing 
in the future. 
The inclination towards accounts handling, cashing and billing may 
be explained by the bottlenecks encountered by service operators caused 
by poor cash flows during the severe recession in the mid-eighties. As 
experienced by all other sectors in the economy, services firms learnt the 
calamaties of weak debt collection practices and would certainly want to 
improve on cash flow management as a positive approach of ensuring 
continuous and reliable service performance and delivery to clients. The 
emphasis on quality customer contact personnel by computer-information 
and professional services establishments could be due to the need for 
substantial client involvement - such as in the provision of information 
vital for the production of those services - thus the importance of 
producer-buyer interface. 
Future Sales and Marketing Improvements 
Sales planning and analysis were to take top priority, when reaching out 
to buyers, by firms engaged in distributive trades, computer-information 
and professional services. Transportation establishments would rate sales 
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planning and analysis as importantly as demand forecasting. Com- 
munication firms would accord demand forecasting the highest priority 
among future marketing efforts. Non-bank finance and other services 
however, would relegate planning and forecasting as secondary to action 
that were expected to bring in more immediate results from the market. 
The variation in marketing approach may be explained by the 
different level of market knowledge and understanding of future 
potential growth of the respective industries. For instance, firms that were 
ready for more definitive action, such as sales promotional methods, 
probably had better information on themselves and the industry in which 
they operated. They were probably subjected to more regulatory controls 
which would have given rise to the compilation of more information. 
Such regulations, in turn, would have fostered better organisation within 
the industries, at least for presenting unified views and exerting pressure 
when necessary. Non-bank finance and construction, that fell within this 
category, were excellent examples. On the other hand, industries that 
were relatively free from market and marketing regulations other than 
those applicable to all businesses operating within the economy at large, 
would find the need to conduct more analysis and planning before 
deciding on more definitive steps for future action. Distributive trades, 
computer-information and professional services (despite conditions of 
qualification of professionals on the supply side), would belong to this 
group. For industries where provision of services depended on relatively 
large investment in physical capital, such as in transportation and commu- 
nication, future emphasis on demand forecasting is not surprising in view 
of the lumpiness, magnitude and length of financial commitments entailed 
by expansion of service production capacity. 
Future Human Resource Development 
As in the case of marketing, steps for future human resource development 
indicated by respondents varied according to conditions of skill supply 
in the respective labour markets from which they recruited. Their degree 
of automation and use of hard technology in service production also 
affected human resource plans. Distributive trades intended to stress on 
skills development and improving interpersonal relationships - probably 
because of the known difficulty of recruiting suitably qualified sales 
personnel by the industry which relied heavily on personal selling. 
Transportation firms would develop human resources by giving 
workers more planning responsibility, a broader range of tasks and better 
job security. Such steps of enriching jobs seemed to follow from the need 
to retain rather than to attract workers. 
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Communication businesses indicated their wish to stress improve- 
ment of interpersonal relationships apart from skills development. Their 
approach may be due to their great dependence on team effort in 
producing and delivering their service output efficiently. 
Emphasis on skills development, education, training and providing 
more information to employees would be expected of computer- 
information service establishments, such steps would be necessary when 
new services are likely to be continuously introduced in the future and 
as the client base of the industry is expected to grow very rapidly. 
Non-bank finance would give top priority to education, training and 
providing more information to employees, followed by offering direct 
financial incentives to motivate direct service workers. The expected 
expansion of the industry, that would result from deregulation and 
increasing liberalisation of financial services, would mean the need for 
not only more staff, but also highly educated and skilled personnel who 
have the capabilities of making full use of opportunities for business 
improvement in a more competitive environment. 
Professional services producers would be inclined towards skill 
development and offering job security in the future. The former could 
be readily understood from the angle of the long gestation required to 
train a fully qualified professional. The stringent criteria of the respective 
professional bodies and registration boards in the case of "closed" 
professions permit only the best to qualify as full-fledged professionals. 
Moreover, in the case of "open" professions without formal accreditation 
bodies, years of relevant record building are needed to gain recognition 
as a successful professional. Job security is believed to be a reflection of 
recent fears of retrenchment experienced by many professionals where 
demand for services were curtailed. Thus job security would appear a 
necessary ingredient for attracting employees in the future. This same 
argument would be valid particularly for the construction and engineering 
services whose fortune varied directly with that of the economy at large. 
It is therefore not surprising that "other industries" comprising con- 
struction and hotels would emphasize job security alongside worker 
safety in the next five years. 
Assistance and Hindrances in the Economic Environment 
Government Policies on Services Sector 
Despite the protracted deficit in the services account of Malaysia's balance 
of payments, largely due to investment income outflows including debt 
service payments and freight and insurance payments, the country has 
been maintaining very liberal policies towards trade and investment in 
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services. Apart from omnibus regulations that apply to all economic 
sectors, the services sector has been relatively free from Government 
intervention except for measures to safeguard standards and for consumer 
protection in the operation of specific service industries, such as the 
Banking Act 1973, the Finance Companies Act 1969, the Commodities Act 
1985, the Legal Profession Act 1976, the Architects Act 1967, the 
Registration of Engineers Act 1967 and so forth. 
The main omnibus regulations include the Companies Act 1965, the 
Registration of Business Act 1%5, the Income Tax Act 1967, the Immi- 
gration Act 1967, the Employment Restriction Act 1968 (Revised 1988), 
the Industrial Coordination Act 1975, the Investment Incentives Act 1986, 
the Trade Descriptions Act 1972 (Amended in 1982 and 1987), the Trade 
Marks Act 1976 and Trade Marks Regulations 1983, the Patent Act 1983, 
Copyright Act 1987 and others. They serve primarily as order keeping 
and administrative laws (except the Investment Incentives Act 1986), 
rather than as restrictive or inhibitive regulations geared towards the 
interest of certain suppliers, for example to promote nationals only. The 
absence of restrictive control measures may explain the lack of systematic 
data on the services sector. 
Contrary to the case of other countries, a closer examination by 
services subsectors or industries would reveal that Government policies 
in Malaysia have been focussed on providing assistance and incentives 
to investors either because the industries would not be sufficiently 
attractive otherwise. Marine shipping and tourism are examples where 
assistance have been provided because a quicker pace of development 
was desirable for economic and other reasons. In other words, public 
sector intervention have been supportive rather than protectionistic in 
character. Promotional policies have been implemented sometimes on 
the supply side, sometimes the demand side, sometimes both and 
sometimes even through direct public sector participation in various forms 
for different specified developmental purposes. For a discussion on 
Government assistance that ranged from tax incentives through infra- 
structural development to manpower and skill development for marine 
shipping, air freight, rail services; travel and tourism; investment income 
and other services see Sieh 1985. 
But since 1983, the policy of privatisation started to bring about 
profound changes to the services sector, especially for those traditionally 
supplied by the public sector (Sieh 1984). Clearly, organisation of services 
production, marketing and delivery would shift further from a social 
orientation to a business approach in future. Decision making processes 
for the deployment of assets would vary considerably, probably with 
productivity and efficiency as the key guideposts. The entry of marketing 
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variables such as buyers' requirements and preferences, rather than only 
operational variables, all within a competitive environment, would 
demand different management strategies on the part of services 
producers. This is because privatisation represents a distinct change in 
direction for many service industries in that market forces are permitted 
to bear on major economic decisions as never before. By the early 1990s, 
numerous public sector businesses have been privatised either wholly or 
partially through several methods, such as by sale equity, sale of assets, 
lease, management contract, build-operate-transfer or corporatization 
(Chong, L.H. 1991). Several intermediate producer services have been 
included; for example, telecommunication services, container terminal 
services, certain postal services, port ancilliary services. 
Another crucial policy change that resulted from the desire of the 
Malaysian Government to create a conducive climate for greater private 
sector participation, was to embark on a series of liberalisation measures. 
Started in the mid-eighties, further steps along the same direction would 
be expected in the nineties. In fact, the National Development Policy 
embodied in the Second Outline Perspective Plan for the next thirty years 
announced in June 1991, confirms this. Besides regulatory changes to 
allow for more foreign equity participation, streamlining of approval 
procedures for foreign investment and fiscal incentives to encourage 
development of entrepreneurship and small and medium enterprises, 
sweeping changes to permit greater play of market forces in the banking 
and financial subsector were particularly noted. (Semudram 1988, MIER 
1990). 
Awareness of Government Policies and Incentives 
Against the changing regulatory and economic environment, an attempt 
was made to understand the extent policies or incentives were affecting 
producer services establishments. Particular attention was given to their 
concerns on relevant environmental issues which included obstacles they 
perceived and encountered. The type of assistance that producer services 
suppliers would like to have if effort was expended to promote develop- 
ment of their industry, was also examined. 
The most striking finding was the relatively low degree of awareness 
of public policies or incentives that would directly affect the service 
industry in which the respondents operated. As many as 63% of the 
firms surveyed did not know of Government policies or incentives that 
applied to the industry of the business unit. Among the 37% who replied 
positively, 64% of the measures were general economic policies that 
would have bearings on their businesses, nearly 10% were non-industry 
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Table 4.11 
Government Policies/Incentives Affecting the Service Industry 
No. of firms % 
a) Yes 52 37.4 
b) No 87 62.6 
Total 139 100.0 
specific policies, and only 26%o were industry specific policies that were 
directly relevant to their type of service business. This reinforces the 
observation that services industries were relativly free from Government 
intervention. Table 4.11 
It is not surprising that non-bank finance establishments were most 
knowledgeable of environmental policies, although three quarters of them 
were general economic policies and the rest were non-industry specific 
ones. The nature of their internal service production system that handled 
funds investment, buying and selling of financial assets, and other risk 
capital activities, compelled constant up-to-date information of policy 
changes. Distributive trades ranked second. But inspite of the pre- 
ponderance of general economic policies, only 14% of distributors who 
were in the know indicated awareness of industry specific regulations. 
They probably related to technical standards, approvals and safeguards 
for the goods they distributed. Communication firms ranked third in 
knowing environmental policies. One third of the measures they knew 
were directly applicable to their industry, which is not unexpected due 
to security reasons. 
Environmental Concerns 
The services sector has been comparatively unregulated except for pockets 
that required close Government attention such as finance, telecommuni- 
cation, transport and certain distributive trades for national economic, 
security and safety reasons. Services firms contacted in the study were 
actually most concerned with Government policies and regulations that 
existed within the environment (mean score 3.41). This may be prompted 
by at least two factors. First, the entire Malaysian economy, for that 
matter, the whole nation had been anticipating the announcement of the 
new policy for the next two to three decades following the expiration of 
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the New Economic Policy that spanned 1971 to 1990. Major strategic 
decisions were probably held in suspence until the general public 
economic policies were known. Secondly, of late the services sector had 
been repeatedly asked by the Government to express views on several 
issues currently under the Group of Negotiation on Services of the GATT 
Uruguay Round. The sudden exposure to many unfamiliar concepts and 
the risks of increased competition in the near furture have caused some 
anxiety, for which Government policies would appear as possible panacea, 
if not temporary relief. The finding that non-bank finance viewed 
Government policies and regulations with deepest concern, followed by 
professional services, testifies to the reality of the latter factor because 
pressure from Malaysia's major trading partners on these industries had 
been mounting. 
Tax rates and structure constituted the second serious concern 
currently confronting producer services industries in Malaysia (3.06). This 
could be attributed to the gradual but slow shift from direct to indirect 
taxation. In particular, the much discussed introduction of a multi-stage 
Value Added Tax to replace Sales Tax would affect sales and marketing 
of services in the domestic economy. It is no wonder that distributive 
trades were most disturbed by tax rates and structure, followed by 
communication and computer-information firms. 
The third area that worried producer services was the impact of a 
depreciating ringgit (2.76). Businesses that relied on imports for their 
service production processes or to complement their service product 
package, would be troubled because a weaker currency implied higher 
cost of production. As expected, communication establishments, 
computer-information and distributive trades viewed such problems more 
gravely than others. 
Legislation on standards or specifications was the fourth environ- 
mental difficulty encountered by producer service providers (2.69). Such 
technical considerations would bother professional businesses most as 
compulsory changes must be made to meet legal requirements. The 
survey showed this to be the case. Distributive trades who imported or 
exported would also face difficulties with keeping abreast with such 
legislations. 
Fifthly, local participation requirement was not that problematic 
because foreign involvement was small within the services sector as a 
whole (2.49). However, within industries where large foreign cor- 
porations were operating in Malaysia, the issue remained a concern. For 
instance, foreign airlines in transportation, and multinational trading 
giants that have established subsidiaries in Malaysia, would have 
expressed their difficulty when investing or reinvesting in the country. 
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Table 4.12 
Current Concerns Due to Economic Environment Factors 
a) Government policies and regulations 
b) Local participation requirement 
c) Legislation on standards/specifications 
d) Legislation on safety and health 
e) Price restriction 
f) Competition from government- 
owned companies 
g) Weak patent/copyright protection 
h) Inadequate infrastructural support system 
i) Impact of depreciating ringgit 














Other areas of slight to moderate concern included: price restriction - which affected communication most; inadequate infrastructural 
support system - which affected transportation most; legislation on 
health and safety - which also troubled transportation most; weak patent 
or copyright protection - which affected computer-information most; and 
competition from Government-owned companies - which affected non- 
bank finance most. Table 4.12. 
Policies or Regulations Hindering Service Businesses 
For the sample of producer services firms as a whole, corporate tax and 
other taxes constituted the most widely quoted obstacle posed by official 
legislation towards their business operations. This was indicated by 
nearly 27% of the answers given. Across industries, "others" comprising 
construction, business services hotels and repair services had the highest 
proportion of their answers in this category. Local participation 
requirement ranked second as an obstacle, accounting for 21% of the 
responses. As expected, most of them came from the transportation 
industry, such as foreign airlines. Thirdly, labour legislations which 
refered to the strict limitation of foreign personnel to a few key posts, 
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were reported by almost 17% of the reponses. Again, transportation firms 
were most affected. Fourth were miscellaneous hindrances, probably faced 
by foreign operators, as they were expressed most by transportation 
establishments. 8% of the responses especially non-bank finance 
companies dwelt on competition from government-owned companies. 
Another 8% expressed that inadequate patent and copyright protection 
was hindering their business. In particular, distributive trades and 
computer-information firms were most affected. Finally, tariff and non- 
tariff barriers obstructed distributive trades most whilst conducting cross 
border transactions of substantial tangible goods component. Table 4.13. 
Having examined the extent such hindrances were widespread or 
common amongst producer service businesses, it may be useful to under- 
stand their severity in relation to the operations of service businesses in 
reality. Further, the distinction between obstacles faced by foreign 
operators, in either wholly foreign or joint venture enterprises, and those 
encountered by national service operators should prove useful for future 
policy makers. 
Hindrances Experienced By Business Service Operation 
Generally, producer services in Malaysia did not encounter serious 
obstacles from the economic and business environment, including the 
regulatory authorities, when conducting their businesses. Slow, cumber- 
Table 4.13 
Hindrances Due to Government Policies/ Regulations 
No. of firms % 
a) Local participation requirement 40 21.1 (n=115) 
b) Competition from government 
owned companies 
16 8.4 (n=115) 
c) Tariff/non-tariff barriers 14 7.4 (n=115) 
d) Inadequate patent, copyright 
protection 
16 8.4 (n=115) 
e) Corporate tax and other taxes 51 26.8 (n=115) 
f) Labour legislations 32 16.8 (n=115) 
g) Others 21 11.1 (n=115) 
Total 190 100.0 
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some project processing and approval procedures were most problematic. 
Most of the approvals would concern licences and business permits rather 
than investment incentive concessions as in the case of manufacturing. 
As many as a fifth of the respondents considered the problem critical. 
But nearly 31 per cent thought it was not important at all. By industry, 
computer-information faced such difficulties more than others with a 
weighted mean score of 3.64; professional services followed second with 
2.97; and communication third with 2.94. Delays for such industries 
would need further study to ascertain if they were due to shortage of 
qualified professionals in the licensing bodies, or because of overly 
numerous safeguards and protective conditions to fulfill, or simply 
attributable to inefficient administration. 
Unclear and unpublished governmental procurement procedures 
constituted the second area of concern when 134 firms returned a mean 
score of 2.71. Understandably, distributive establishments who were often 
tenderers for public sector purchases were most troubled by such 
ambiguities (3.31), professional services second (2.86) and transportation 
firms third (2.78). The size of government purchasing coupled with the 
heavy dependence on the public sector market were obvious reasons for 
the concern of inadequate transparency of procurement procedures. 
Alternatively, the problem might have arisen from deliberately broad 
rules formulated to permit flexibility and discretion. With a public sector 
that is not expected to expand much in the future, such problems would 
be replaced by problems`of pursuing alternative markets and the choice 
of marketing strategies. 
The third hindering factor identified concerned local equity parti- 
cipation or management control which yielded a mean score of 2.70. 
Transportation was most disturbed by this (2.89) followed by professional 
services (2.87) and thirdly non-bank finance (2.86). Much has been 
analysed and discussed about the issue of ownership and control in 
Malaysia since the New Economic Policy, particularly on the manufac- 
turing sector (Tan 1982, Sieh 1982). In the services sector, selected industry 
or subsector studies could have been conducted. 
Unlike manufacturing and agriculture, services would have 
proportionally more local than foreign participation as the present study 
shows. A comprehensive research for the sector as a whole may be 
needed not only for consideration of socio-political distributional reasons 
but also in preparation for the imminent changes introduced by the 
Uruguay Rround of GATT negotiation where market access under 
unconditional most favoured nation status would apply for services. 
Attention should be focussed on the manner of foreign participation and 
the conditions to be imposed on them for economic development and 
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trade reasons, rather than on social engineering for nationalistic reasons 
only. Future foreign involvement is expected to increase, and a study 
concentrating on their magnitude, when, how, where and why would be 
timely. 
Fourthly, excessive licensing and registration requirements, which 
could be time consuming, appeared distressing especially to non-bank 
financial, transportation and communication services. Apart from pru- 
dential considerations, the need for public safety and national security 
might have given rise to such difficulties. Inadequate inter-departmental 
coordination within government could be another possible cause of such 
frustrations. 
Insufficiently published, local technical standards, and their frequent 
changes were rated fifth and sixth negative factors that affected producer 
services establishments. The former hit non-bank finance hardest (3.71), 
then computer-information (3.00) and professional services (2.57). 
Frequent changes of local technological standards were felt most by 
computer-information (2.91), then non-bank finance (2.71) and thirdly 
distributive trade (2.62). All these industries, except distributive trade, 
were clearly operating in highly volatile technological environments and 
their difficulties were inevitably caused by advancement of their field 
which in turn steered administrative demands. 
Other lesser concerns included problems of preservation of confi- 
dentiality during processing of project approval - due to the generally 
creditable public sector administration, problems of local linguistics and 
technical terms especially in computer-information and professional 
services despite Malaysians being at least bilingual if not trilingual; 
clauses requiring employment creation, which was not really a problem 
due to shortage of suitably qualified workers especially for computer- 
information; clauses requiring development of local technological 
capability especially for computer-information; and clauses requiring 
purchase of business services from local firms especially for distributive 
trade and non-bank finance firms. Table 4.14. 
Hindrances to Foreign and Joint Venture Firms 
As in the case of the manufacturing sector, when service firms with 
foreign interests were asked to indicate the extent negative factors 
hindered their operation, as many as 85 percent of them expressed their 
serious concern over regulation of personnel into the country. The 
weighted mean score of 3.27 ranked highest out of a list of 15 factors. In 
other words, the problem was not only most widespread but also most 
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problem as one approaching critical proportions. The increasing shortage 
of highly qualified Malaysian professionals was attributable to the tide 
of emigration in the last few years either because of retrenchment in the 
mid-eighties or because of voluntary migration for higher education of 
their children. In the last 5 years, the entry of large foreign distributors 
with intentions of penetrating and serving the Southeast Asian market 
out of Malaysia was noticeable. The lack of marketing and sales personnel 
for technical products, especially as business recovered in the late eighties 
was also well known. 
The issue of cross border movement of service providers for trade 
purposes, which tears down a crucial assumption of trade theories, is 
under intense debate at the current Uruguay Round of the GATT 
negotiation. Any agreement would not only require replacement of 
immigration regulations by new ones, but would compel the need for 
other measures to monitor activities of such foreign personnel. 
The second category of problems encountered by firms with foreign 
involvement centred around overt Government policies on public 
procurement and other procedures, where preferences were given to local 
companies to promote their development. The fact that businesses given 
to firms because they were local rather than because of their competitive- 
ness, was indeed formidable for foreign operators. This has resulted in 
the fight for national treatment in the GNS (Group of Negotiation on 
Services). The finding that contracts were awarded to local companies 
because local competence was generally available, and because the 
projects were not too specialised, hence manageable by locals, ranked only 
fifth and eleventh respectively. Nationalistic practices such as preferential 
margin on value of contracts for local firms to fulfill national socio- 
economic objectives and contracts awarded to locals because they were 
usually small scale contracts, were not as commonly encountered. They 
ranked only seventh and eighth as hindering factors. But the problems 
of social attitude towards foreigners and the political reality of having 
foreign workers in the country, which ranked fourth and sixth res- 
pectively, were more difficult impediments than national issues. It would 
take more than an agreement to solve social discrimination which is often 
more formidable than official discrimination. 
Local regulations requiring establishment as a pre-condition for 
operations were not really important because they facilitated market 
access rather than caused obstruction. Other considerations such as 
management control, unfair competition, restricted repatriation of profits 
would be more important. Regulation of labour movement into the 
country ranked very low as the tenth hindrance to foreign services firms 
in Malaysia, probably because such firms were relatively capital and 
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technology intensive rather than labour intensive. Although the issue of 
labour movement is also taken up under the current trade negotiations, 
it is developing countries with surplus labour to export that would be 
most interested in this aspect of the debate. 
The incentives provided for development of new local firms, ad- 
vantages granted to local firms such as public guarantee for private bank 
loans and subsidization of local firms in the national market through 
financial aid and tax incentives, do not really bother foreign suppliers 
who are already established with headstarts.in technology, capital, market 
knowledge and a international supportive network. Most of the new 
enterprises would probably compete in a different segment of the local 
market altogether and would pose little threat. Despite the small number 
of foreign and joint venture firms surveyed, the relevance and significance 
of each factor that hinders their operation in Malaysia would be dis- 
cernible for different service industry categories although not discussed 
here. Table 4.15. 
Types of Assistance Desired 
In response to a question on the type of assistance that the business unit 
would like to receive for future development, the greatest number of 
answers went to information. Nearly one fifth requested for more 
information, with professional services leading the rest. Market 
linkages constituted the second kind of help wanted as indicated by 12% 
of the response. Non-bank finance establishments were most forceful on 
this followed by distributive trades. Clearly, market growth appeared 
to be uppermost in the minds of service firms should help be forth- 
coming. 
But 11% of the responses requested for limitation on domestic com- 
petition such as through licensing for entry (especially in communication), 
and another 11% would like to have protection through standards and 
regulations (especially in non-bank finance). Such assistance may behave 
like double-edged swords because while providing opportunities for 
young industries to have a headstart and to become established, the 
reduction of competition may be detrimental in the long run as protection 
may limit the strive for efficiency. 
Other types of assistance suggested covered technical support in the 
form of advisory services (10%) which was most sought after by 
transportation firms, business training (9%) also most demanded by 
transportation, technical advise (8%) which was most wanted by 
computer-information firms. Such technical assistance would serve some 
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Table 4.16 
Types of Assistance Desired by Producer Service Businesses 
No. of firms % 
a) Limitation on domestic competition 
(license to limit entry) 
41 11.1 (n=121) 
b) Protection (e.g. through standards 
and regulations) 
41 11.1 (n=121) 
c) Business training 32 8.7 (n=121) 
d) Advisory services 35 9.5 (n=121) 
e) Technical advice 30 8.2 (n=121) 
f) Bulk purchasing facilities 11 3.0 (n=121) 
g) Low rents on business premises 36 9.8 (n=121) 
h) Subsidies 7 1.9 (n=121) 
i) Government guarantees on loans 12 3.3 (n=121) 
j) Information 72 19.5 (n=123) 
k) Market linkages 43 11.7 (n=123) 
1) Others 8 2.2 (n=123) 
Total 368 100.0 
in terms of quantity and quality, probably through on the job training as 
prefered by the service firms. 
Indirect subsidies were also wanted. They included low rents on 
business premises (10%) as expressed most strongly by "other services", 
Government guarantees on loans (3%) as desired by distributive trades, 
and bulk purchasing facilities (3%) which was wanted most by com- 
munication firms. 
Direct subsidies (2%) was requested most by distributive trades. 





DOMESTIC, REGIONAL AND 
INTERNATIONAL 
The inclusion of services in the Uruguay Round trade negotiation under 
the auspices of GATT has triggered numerous issues that require close 
attention and consideration. Although broad macro economic indicators 
of services development and trade are available in the ASEAN countries, 
a real understanding of the disaggregate sectoral positions that are crucial 
for meaningful negotiation, remains alarmingly inadequate at a stage 
when signatories are almost scheduled to committing themselves to the 
agreement. Given the limited time, it is not possible to compile and 
document detailed data at the industry level for the whole range of 
services, let alone perform an in-depth, systematic analysis of the 
implications for development and trade in each of them. This chapter 
and the one that follows focus only on intermediate professional business 
services, for the purpose of elevating our understanding of such services 
within the region, especially in the context of the multilateral trade 
negotiation. Three business services - namely, market research, 
advertising, and accountancy - are selected for study, in order to provide 
insights into some of the key issues that negotiators will have to consider 
while determining the appropriateness of positions for the development 
of the ASEAN economies. 
Three Case Industries of ASEAN 
Concepts and Approach 
Before proceeding further, it is necessary to define professional business 
services. The GATT secretariat proposed a list of nearly 40 diverse 
activities that may include numerous sub activities. Thierry Noyelle has 
listed the following common characteristics shared by professional 
business services: 
professional business services are services purchased primarily by other 
producers (that is, by firms, not individuals) for the purpose of being 
156 PRODUCER SERVICES DEVELOPMENT AND TRADE 
consumed in further rounds of production; are mostly in the business of 
delivering expertise, necessitating a major input from skilled or highly skilled 
professional, technical, and managerial personnel; comprised a mix of 
activities, some of which are restricted to licensed or accredited professionals, 
and others that are opened to all; can be delivered either by firms, ranging 
from very large to very small, or by self-employed professionals ... even in 
international markets (Noyelle 1989). 
In order to assist negotiation on trade in services, competitiveness of 
professional business services and factors that affect their competitiveness 
such as technology, market access, and barriers to trade, are fundamental 
yet critical issues that must be addressed. This chapter and the next 
specifically examine the following: 
Current market structure and domestic competition of professional 
business services; size of the market, concentration of suppliers and 
buyers, and recent trends"that characterize local competition; 
Regional and international competitiveness when professional 
business services are traded beyond national boundaries; factors 
supporting trade and bases for competition within the sectors or 
industries including the role of technology in enhancing competitive- 
ness internationally; 
Barriers to trade in professional business services that arise from 
restrictive business practices and other corporate practices, regulatory, 
economic, technical, and professional considerations; 
Possibilities of developing professional business service industries and 
increasing international competitiveness of their services output, 
including through the Uruguay Round trade negotiations on services. 
The three specific producer business services chosen for analysis 
reflect various stages of development. Market research and market 
consultancy is a relatively young, small but rapidly growing business 
service. Up till the present, the industry has kept a low profile, enjoying 
almost minimal interference in terms of regulations, and it harbours great 
potential for expansion. Advertising is by nature more conspicuous, often 
referred to in hefty monetary terms (when measured in billings), with 
established institutions either of the government or within the industry 
for self-regulation and accreditation. Many advertising firms are well 
connected with internationally known names, and the industry is another 
candidate for future growth. Thirdly, accountancy and audit services is 
an older professional service industry that differs from the first two in 
that it is highly restricted to licensed professional individuals who adhere 
to rigorous standards of practice. The profession has recently undergone 
changes due to technological improvements, such as computerization and 
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service-product innovations. These changes stem from competitive forces 
and affects market structural forces. 
The initial secondary data search on the three industries within 
ASEAN assisted more in planning the primary field work than in 
providing up-to-date, usable and comparable data. A nine-page question 
guide was prepared to facilitate in-depth discussion with knowledgeable 
leaders of the three professional business service industries in all the 
Asean countries, except Brunei (where these services are only beginning 
to develop). Face-to-face interviews were conducted with 35 individuals 
in April 1990 in the capital cities of the region. 
This analysis is limited by absence of reliable region-wide secondary 
data, the narrowness of scope of the services covered, the possible biases 
of perspectives from captains of the industries (though the interviews 
have been carefully chosen in order to include views from local pro- 
fessionals in local firms or institutions, local professionals in foreign-linked 
firms and a few expatriates). Table 5.0 summarizes the profile of 
professionals with whom discussions were held. One major drawback 
concerns the fact that views are verified only from other firms or 
professional bodies from inside the same industry, with the researcher 
as the sole independent rectifier. The rest of this chapter presents findings 
on professional business services based on the selected industries, 
corresponding to the first three objectives specified above. Chapter VI 
discusses possibilities of sectoral development and increasing international 
competitiveness through negotiations. 
Market Structure, Domestic Competition and Recent Trends: 
Market Research, Advertising and Accounting 
This section briefly describes the basic structure of the three industries 
as the backdrop against which further discussion on trade and com- 
petitiveness can be conducted. In the context of developing economies, 
domestic market structure issues - such as size, concentration and 
competition - may need closer attention than trade issues. Imbalances 
in development between segments of service-supplying firms make it 
necessary to give priority to an analysis of sectoral development rather 
than to a study of trade issues. 
Market Research 
Size of Industry and Concentration 
The market research industry in ASEAN is young (around 25 years old) 
and small in terms of dollar value of research service billing (only US$34 
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Table 5.0 
Profile of Business Professionals Interviewed 
Type of Business Service 











Local or Foreign Professionals 
1. Local professionals in local 
firms/institutions 15 
2. Local professionals in 
foreign-linked firms 13 
3. Expatriates 7 
35 
Office Bearers in Professional Institution 
Current or recent past office bearers of 
professional institutions 18 
Non office bearers of professional institutions 17 
35 
million). The industry employs only about 1400 permanent employees 
region wide, with another 4000 to 6000 field workers either part-time or 
full-time. There are only 54 market research firms or establishments in 
the region plus a few tiny scale operators who appear and disappear from 
time to time. In each country, the largest single company dominates about 
half the domestic market whilst the top five account for 90 per cent or 
more. Hence, the extreme concentration of market power in a few large 
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firms is evident. This excludes some rather similar work by general 
management firms, economic and business consultancy firms, and large 
accounting firms, often for government and semi-government bodies. A 
few large subsidiaries of multi-nationals (for example, Unilever, Colgate 
Palmolive) and very large local firms (for example, Keretek Cigarette, San 
Maru in Indonesia, Sihapart in Thailand) also have in-house research 
departments. In each country, they make up another US$1.5 to 2 million, 
with somewhat more in the Philippines. See Table 5.1. 
In terms of services offered, even among firms within the industry, 
variation of service product mix is common. Generally, smaller firms 
have a 'higher proportion of ad hoc, customized work than larger firms 
who tend to produce more "packaged and branded" service output. As 
the industry expands, the market as a whole would see more of the latter 
and less of the'former. 
Foreign Presence 
In every country, market power is vested in foreign controlled or 
managed firms, especially the two largest firms in each country, 
notwithstanding harsh legal equity ownership restrictions in Indonesia. 
Equity condition is one of the two important regulations in the industry, 
which have been operating in a relatively free environment. The other 
requirement concerns work permit necessary for expatriates. These will 
be discussed later in this book. 
Table 5.1 
The Market Research Industry/Subsector in ASEAN 1990 
Country No. of 
Firms 









Top 1 Top 5 
Indonesia 10 3.5 (1.3) 210 not 50 85 
available (Top 3) 
Malaysia 10 9.0 (1.5) 350 not 
available 
50 95 
Philippines 20 7.3 (20) 400 not 
available 
45 90 
Singapore 5 7.8 (7.8) 200 40 40 93 
Thailand 9 6.0 (1.5) 250 25 50 90 
(Top 2) 
Total 54 33.6 (32.1) 1410 
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Bases and Intensity of Domestic Competition 
Competition in the local market amongst the large foreign linked firms 
is based on expertise, knowledge and networking with research firms 
outside the country. Among the smaller firms, competition is determined 
by price, knowledge of culture and language ability. With growing 
domestic markets and almost the same number of firms, competition 
within each national market in the region is not very intense. This is 
particularly so when the industry is characterized by a small number of 
large firms operating in a highly concentrated market. The relatively mild 
domestic competition is attributed to increasing demand for market 
research services among the new generation of local managers who are 
keen on market research (as in Thailand, Singapore, Malaysia) and greater 
awareness and use of such services among potential clients - even among 
those without a marketing background (especially in Indonesia). 
Market Restructuring 
Over the last five years the market has undergone restructuring at the 
international level, and this is reflected locally as well (for example AGB 
bought into the Survey Research Group whose subsidaries occupy the 
largest single position in every ASEAN country). Within each country, 
minimal takeovers or mergers took place (for example Pulse merged with 
Unilever in the Philippines). However for the next five years, some 
international restructuring may occur when large research firms from the 
United States and United Kingdom (for example A C Nielsen, Burke, MBL 
or others) form tie-ups with existing firms. But new local entrants with 
regional association may emerge in the next few years (for example, 
Inrasia). Evidently, in every country, firms with substantial foreign 
interests either directly or indirectly dominate the industry. Local firms 
lag far behind in size, market share, resource and technical capability. 
Advertising 
Size and Concentration 
There are about 540 registered advertising agency establishments in the 
region of which half are active, producing about US$1.8 billion worth of 
billings and another half a billion dollars worth of non-media promotional 
activities. The regional market has been growing around 13 percent per 
year in real terms on average, in the past three to five years. Employment 
is estimated to be about 13,000 persons in agencies excluding production 
houses and related industries. The largest single agency in each country 
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commands slightly over 10 per cent of their respective national markets, 
while the top five account for an average of 34 per cent with the top 10 
taking up about 58 per cent. See Table 5.2. The industry in the region 
tends to see a proliferation of new, non-media services offered to clients. 
The larger agencies are increasingly competing on a range of peripheral 
services that include direct marketing, market research, market strategy 
planning, public relations, non-media promotional activities and other 
communication services. The share of above-line activities is naturally 
dampened although in absolute terms they have expanded considerably, 
if judged from media expenditure. Small agencies tend to cater more to 
traditional media activities. 
Foreign Presence 
Most of the larger agencies are foreign linked either through share- 
holding, management agreement, technical advisory agreement, referral 
agreement or simple association. At most, only two amongst the top 
agencies are owned and managed by nationals as majority of local 
agencies are medium to small in size. 
Bases and Intensity of Domestic Competition 
Competition tends to be confined within market segments, though not 
totally compartmentalized. Local, small agencies tend to compete keenly 
for a limited segment of local advertisers and government accounts whilst 
foreign international agencies service large multi-national clients and large 
Table 5.2 
The Advertising Industry/Subsector in ASEAN 1990 
Country No. of Estimated Size Estimated Estimated Real Market 
Firms of Industry Employment Average Annual Concentration 
(Active) (below the line) Growth M) 
US$ billion (%) 
Top 5 Top 10 
Indonesia 75 (35) 280 (280) 
Malaysia 75 (38) 280 (0.5) 
Philippines 153 (59) 211 (100) 
Singapore 88 (50) 660 (100) 
Thailand 150 (88) 398 
2800 14 35 55 
1200 20 50 70 
2500 20 43 70 
3000 14 18 60 
3500 23 23 34 
Total 541 (270) 1829 (480.5) 13000 
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local manufacturers. Foreign agencies offer benefits of networking in the 
region to clients requiring regional work, and compete on creative 
abilities, as well as technical and financial capabilities. Local agencies offer 
personalized servicing to clients who need such services. They also offer 
lower prices through rebating or undercutting. Despite growing markets 
and the increasing use of advertising, especially by local clients, com- 
petition varies from strong (Philippines, Indonesia) to fierce (Singapore). 
Intensifying competition in the region can be attributed to a number of 
factors such as: 
The entry of new locals into the market (Philippines, Malaysia) and 
arrival of new international agencies (Thailand, Singapore for regional 
market); 
Pressure from in-house agencies whose product managers want to 
place advertisements directly with media, hence bypassing agencies 
(Indonesia, Thailand); and 
Smallness of budget to yield sufficient commission in absolute 
amount, leading to competitive pressure arising from the cost angle. 
This happens especially when a lot of senior management input 
service is required (as culturally expected in Indonesia), which can 
render operation expensive and complex. 
Restructuring 
A lot of restructuring took place in the last five years and more is expected 
in the near future. In general, restructuring was a result of market forces, 
because agencies - especially foreign - realigned themselves with others 
to follow clients. Several examples from advertising can be quoted where 
worldwide mergers are reflected in the region due to client-driven shifts 
in the global market. Some small, home-bred agencies have grown and 
are beginning to seek foreign partners to tap expertise, to forge 
international links and for financial resources. Also many new players 
are expected to emerge from foreign sources or even amongst nationals 
(Indonesia, Thailand). 
Accounting 
Size and. Concentration 
The accounting profession which is probably the oldest among the three 
industries studied, and certainly the most highly regulated both by the 
governments and professional institutions, is where information is most 
difficult to obtain. The size of the market in terms of billings for services 
is virtually not known to firms within the industry themselves, not even 
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to those who supervise their activities. This is due to the specific forms 
of business organization in the industry, that is partnership among the 
large and proprietorship among the small, rather than the corporate form 
where information would be more easily available. 
The most reliable piece of information concerns the number of public 
accountants in the country. Altogether there are about 82,000 registered 
public accountants in the region of which 14,730 are in public practice 
(Table 5.3). However, these figures are misleading because they are 
thrown out of proportion by the Philippine figures due to their large 
private-sector based education and training system. It is equally im- 
portant to note that Indonesia has yet to legislate a law to exact compul- 
sory auditing of company accounts by independent registered public 
accountants. Presently, government accountants in the tax department 
verify accounts only for purposes of tax collection, and this may explain 
the large number of accountants in government service in Indonesia. The 
composition of registered public accountants by employment categories 
(Table 5.4) reflects regulations of admission into the profession, hence the 
supply of accounting services. It further reflects regulations on client 
firms, hence the demand for services. The number of accounting firms 
is known in three of the five countries and the number of new entrants a 
year can only be estimated for Malaysia, Singapore and Thailand, as 
shown in Table 5,3. The concentration of work in the few, large foreign 
associated firms is probably the most pertinent characteristic of the sub- 
sector. 
Larger firms have also enhanced their market positions by offering 
clients more than conventional auditing and tax services. They have 
Table 5.3 
The Accounting Industry/Subsector in ASEAN 1990 












(Practising Accountants tration 
members) (% p.a.) (%) 
Top 6 
Indonesia 264 unknown 8000 (800) unknown unknown 65 
Malaysia 625 unknown 5500 (1650) 19000 3.6 unknown 
Philippines unknown unknown 60000 (10000) unknown unknown 75 
Singapore 280 unknown 5000 (530) 10000 12.0 unknown 
Thailand unknown unknown 3500 (1750) unknown 5.7 unknown 
Total 82000 (14730) 
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Table 5.4 
Composition of Public Accountants by 












Indonesia 10 15 70 5 100 
Malaysia 30 58 11 1 100 
Philippines 17 - 83 - 100 
Singapore 11 81 7 1 100 
Thailand 50 33 17 unknown 100 
definitely moved strongly into consultancy (both MIS and management), 
and into research. Small firms concentrate mainly on audit and tax work. 
Foreign Presence 
Throughout the region, the dominance of the international Big Eight, now 
Big Six, is evident, despite the prohibition of foreign partners. Singapore 
is the only exception to this prohibition, and allows foreign partners so 
long as professional requirements are met. In other countries, foreigners 
not registered with recognized authorities are not allowed to perform 
audit work. They are permitted to function as technical advisers, MIS 
consultants and for non-audit work, subject to other immigration and 
work permit conditions. Nevertheless, international linkage is extremely 
crucial for referrals, technical assistance, training and other benefits such 
as image and reputation. Thus, it is not surprising that large, foreign 
affiliated firms account for well over half the market in each country. 
Bases and Intensity of Domestic Competition 
Very little competition exists between local firms and foreign related ones 
although competition within segments - especially amongst small local 
firms - can be intense. Large foreign firms tend to compete on their 
reputation, range of skill, services and knowledge, and their worldwide 
network; whilst small local firms compete on price, personalized service 
and relations with clients. But for the region as a whole, the demand for 
accounting services is increasing as a result of economic growth, and firms 
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are expanding fast to cope. Professional bodies conducting training are 
also striving hard to increase the number of registered accountants and 
to upgrade standards and quality. 
An exceptional factor that affected competition in the Philippines 
arose from changes in the political environment over the past five years. 
Some large firms had partners who moved into government and were 
able to expand quickly. Other firms have been able to take on auditing 
of firms that were previously owned by people closely associated with 
the former regime and now temporarily managed by the government, 
pending enquiries associated with the involvement of public funds. Also, 
the Philippines Institute of Certified Public Accountants (PICPA) being a 
non-governmental organization (NGO) has been requested by the govern- 
ment to audit firms that no individual auditor would accept - PICPA 
acting as a middleman through which work has been channeled. 
Restructuring 
Restructuring amongst the large firms in the last five years were 
"imported" from international realignments due to client shifts. Medium- 
sized firms are quite stable, but small firms tend to change partners fre- 
quently for business or market-share reasons, especially in order to meet 
the needs of growing clients. 
Trade in Services - Regional and International Competitiveness 
In view of the small volume of trade in professional business services 
conducted by countries in ASEAN, it is unrealistic to distinguish between 
regional trade conducted amongst Asean members and international trade 
with other Asian others and with the rest of the world. Given the level 
of development of the services, it is not surprising that whatever little 
trade that has taken place thus far has mainly been confined to the region 
or at best with a few of the more developed other Asian countries. Trade 
in services with the rest of the world hardly exists. Nevertheless, factors 
that motivate or impede trade tend to be similar for both regional and 
international transactions. They differ in degree rather than in kind. 
Importance and Factors for Trade 
Trade in market research, advertising and accountancy services are 
insignificant in terms of both exports and imports for each of the Asean 
countries. It appears that a slightly higher proportion of market research 
services (about 20 per cent export and less than 5 per cent import) is 
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traded than advertising services (10 per cent export and less than that for 
import), probably due to strong regional network of the two largest 
research firms. Cross-border accounting is negligible, if not almost non- 
existent, as national markets are virtually segregated by regulatory and 
professional barriers. The little trade that takes place in both market 
research and advertising services can be attributed primarily to economic 
or business reasons, secondarily geographical factors and then to cultural 
reasons in the case of market research and to technical factors in the case 
of advertising. However, accounting services traded predominantly due 
to technical needs (for example, imports from United States), though 
geography may have some bearings (export to neighbouring countries, 
for example, attempts to export to Laos and Vietnam from Thailand and 
to China by Singapore). 
Trading Partners 
ASEAN countries and Asian countries (especially Japan and Hong Kong) 
appear to be the most important trading partners for market research and 
advertising. They are followed by the United States, United Kingdom, 
Western Europe and Australia. The high rank of ASEAN and Hong Kong 
is mainly due to regional networks for information exchange within the 
research firms and to the use of regional advertising material for ad- 
vertising. Japan, United States and United Kingdom are important foreign 
buyers of business services because of their need to market their products 
in the region (for example, Japanese cars and other manufactured goods); 
whilst Australia and Hong Kong feature as important suppliers of com- 
mercial materials such as art work and technical assistance for video films 
and sound for advertising, and United States for training and research. 
Reasons for Insignificant Trade and Competition 
Regional and international trade and competition for professional business 
services in ASEAN are extremely limited, and confined to the larger, 
foreign-owned or affiliated firms providing market research or advertising 
services. Small local firms are in no position to compete with them. Even 
amongst the large firms, the unimportance of regional and international 
competition is explained by at least three factors: 
The well established intra-firm networks across countries auto- 
matically convert would-be competition into complementary co- 
operation. 
Notwithstanding intra-firm connection, a research company 
(for example, in Singapore) would commission work obtained in 
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another market (for example, Indonesia) to a local research company 
(in Indonesia), for the simple reason that it will not be possible to do 
the work themselves without local field-work support. 
Language, local knowledge and cultural differences inevitably reduce 
competition even within the territories of a country, let alone across 
borders, regionally and internationally. 
However, in the regional market, competition does exist for govern- 
ment and internationally funded research (for example, United Nations 
agencies). Another case is when management consultants who are not 
locally based enter the market informally. Similarly export or import 
of accounting services sometimes take place for inter-agency require- 
ments (for example, a World Bank loan extended to the government 
may stipulate the use of consultants from outside the country as a 
condition). 
Competitiveness and Bases for Regional and International Competition 
Large foreign associated market research, advertising and accounting 
firms consider themselves to be competitive in the regional market (even 
very competitive for market research) though only slightly competitive 
on a world-wide basis. From their own experience in the industry, human 
resources, knowledge, presence in a major market and financial capacity 
are regarded as very important or even critically important as bases for 
competition. Foreign affiliated firms in the region appear to rate highly 
on these aspects. Substantial advantages appear to be obtainable through 
their wide networks which strengthen their ability to compete (for 
example, financial back-up for bank guarantee in advertising, modeling 
techniques for market research from networks, ready support staff and 
facilities present in foreign markets). However, smaller local firms do not 
find themselves in the same league, as they are considered uncompetitive 
outside their national boundary. Apart from difficulties in matching the 
competitive advantages associated with large size, they lack adequately 
trained manpower, service-product innovation ability necessary for 
competition (probably due to weaker financial resources impeding 
investment in basic research technology), and a network of experts to 
draw upon. 
Human Resources 
Human resource problems that erode competitiveness appear in at least 
two forms in the region. In Indonesia and Thailand, they arise more from 
the insufficient number of adequately trained and highly skilled 
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professionals (that is, quality) whereas in Singapore and to some extent 
Malaysia, the problems take the form of sheer shortage of numbers (that 
is, quantity). There, standards even in small firms - are very high since 
they are manned by people who once worked with big firms and who 
are used to high standards of professionalism. 
Financial Resources 
Financial requirements for competitiveness vary with the type of service 
activities. For example, qualitative customized market research may 
require less sophisticated software and data processing hardware as 
compared with quantitative "packaged" products conducted on a large 
scale. They also depend on the system of operation within the country. 
For example, advertising agencies in Singapore and Malaysia require 
substantially more financial support in order to obtain bank guarantees 
equivalent to the credit value granted by media owners in comparison 
with Thailand, Philippines and Indonesia where no such requirements 
exist. 
Quality of Location 
The location of a service industry can sometimes seriously affect its 
regional and international competitiveness, and its ability to win contracts. 
Some important factors that determine the quality of location of pro- 
fessional service firms include the ability of the respective governments 
to provide: 
Adequate communication facilities (good in Singapore, Malaysia, but 
poor in Thailand, Philippines and Indonesia); 
Up-to-date and reliable statistics for a good sampling frame for market 
research (good in Malaysia, Singapore, but poor in the Philippines, 
Thailand and Indonesia); 
Adequate educational system and training facilities for human 
resources development (good in Singapore, Malaysia for accounting, 
though weak in Indonesia); 
Efficient administration with minimal bureaucratic delays, e.g. to 
enable fast turnaround time especially in dealing with trade in 
advertising, as in Singapore; and 
Technical availability and advancement, through work permits issued 
to foreign experts for creativity, media capability and support work 
when needed in advertising, (good in Singapore, fair in Malaysia, but 
restricted in Thailand, Indonesia and the Philippines). 
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Technology and Competition 
In view of the emphasis placed on human resource, expertise and 
knowledge for the competitiveness of professional business services, let 
us examine the technology issues that are important for competitiveness. 
What are the local technology inputs critical for competitiveness of local 
service firms in the region? What are the foreign technology inputs critical 
for theiy competitiveness? What are the main factors that affect access to 
and mastery of such foreign technology? What are the main forms of 
technology transfer from foreign to local firms? What are the main 
challenges and opportunities in taking advantage of critical technologies 
to improve competitiveness? 
Apart from knowledge of local culture, language and business 
practices, there is virtually no other local technology input that is 
important for competitiveness. It is evident that the region relies heavily 
on foreign sources of technology for professional business services. This 
includes market research techniques (latest market modeling techniques); 
software for specialist know-how such as television audience measure- 
ment and for advertising pre-test; creative techniques for commercials 
(computer animation, montaging); skills of account planning for 
effectiveness of advertisements; MIS computer consultancy (in banks or 
for telecommunication) for accounting firms. Such ability to access 
technology from overseas depends on several factors, the most important 
of which is whether a firm is locked into any international network or 
not, irrespective of manner of linkage. Such association may be in the 
form of equity participation by foreign shareholders or partners, manage- 
ment agreements, licencing agreements, other technical arrangements or 
through loose, informal relationships. Tapping into a network for 
technology and assistance is often a privilege accorded to associates rather 
than just based on costs. Secondly, training effected either directly through 
training programs or by staff exchange - internationally and'intra-firm - is vital for professionals in order to keep abreast of technological 
developments. Training by foreign experts brought in from affiliates is 
certainly an effective mode of technology transfer in all the three 
industries considered. Thirdly, availability of finance has been cited as a 
determinant for access to technology that requires investment in capital 
equipment or royalty payment (especially for market research). 
There are several opportunities for the region to increase its com- 
petitiveness by taking advantage of the possibilities provided by 
technological advancement. These include the rapid development of 
infrastructure in the region in order to permit the use of some of the 
computer-based technologies, growing awareness of the benefits of 
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computerization, and the more widespread adoption of new technology, 
especially after deregulation which in turn drives business services firms 
to upgrade themselves to meet clients' needs adequately. However, the 
region also faces several challenges in using technology to improve its 
competitive position. Readiness of professionals to accept such new 
technologies in terms of availability of skilled manpower has been a 
concern by all the three industries in every country of ASEAN. 
TRADE BARRIERS AND 
TRADE POSSIBILITIES 
Barriers to Trade 
An examination of the regulatory and professional institutions of the three 
professional business services reveals at least five broad categories of 
delimiting factors for trade. They include border difficulties, professional 
qualifications, technical constraints, economic hindrances, and corporate 
practices. Though in practice the issues overlap or converge, they are 
discussed separately for clarity of exposition. 
Border Difficulties 
A major characteristic of services trade as distinct from trade in goods, is 
the frequent need to involve movement of factors of production, parti- 
cularly service providing people, across countries. For example, MIS 
consultants would find it impossible to advise clients from a distance. 
However, the bureaucratic difficulties in obtaining work permits and in 
complying with immigration rules in the region are well known. Except 
in Singapore, work permits are issued only to a small few - such as for 
training and consultancy in accounting firms, and for technical expertise 
and training in advertising agencies and market research. The need to 
develop indigenous expertise is probably a stronger justification used by 
governments than simple employment creation. 
Secondly, difficulties are also prevalent in trading services embodied 
in goods. Malaysia severely disallows totally foreign commercials and 
talent or material in advertising as a means to protect her infant pro- 
duction industry. Similarly, Indonesia bans all foreign printed materials 
whilst Thailand permits up to 20 percent of foreign content. 
Thirdly, a strong deterrent of market access in establishing a long- 
term presence is effected through equity ownership rules in all ASEAN 
countries except Singapore. Since the 1970s all service businesses in 
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Indonesia are 100 per cent locally owned. In Thailand, foreigners are 
limited to 49 per cent equity except for firms established before the Alien 
Business and Occupancy Law of the early 1970s (for example, Lintas is 
owned 80 per cent by United Kingdom interests) and old United States 
firms under the United States Parity Rule can still be 100 per cent owned 
(for example, Ogilvy & Mather). In the Philippines, the 1986 Constitution 
limits foreign equity to only 30 per cent by 1991, except for the United 
States firms established under the United States Parity Rule. Malaysia 
and Singapore do not restrict foreign entry and establishment, but Malay- 
sia encourages at least 30 per cent Bumiputera (indigenous) participation 
and preferably 51 per cent Malaysian equity, especially to bid for govern- 
ment work. However, throughout the region, technical and advisory 
agreements with foreigners are permitted though subject to visas and 
work permits for entry. 
Another form of difficulty for services import are the duties and taxes 
payable at the border. For example, Malaysia levies a withholding tax 
on imported market research data or for services performed by a non- 
resident, even when they are intended for re-export. This discourages 
trade as it pushes up cost. Despite general economic prosperity in the 
region, foreign exchange regulation associated with shortage of foreign 
exchange to pay import bills remains a trade barrier especially in the 
Philippines. 
Government procurement rules that usually favour small, local s 
ervice firms (for example, advertising in Singapore, accounting in the 
Philippines) or follow national socio-political objectives (for example, the 
New Economic Policy conditions in Malaysia) constitute an obstacle to 
large foreign service suppliers. Language requirements for supplying 
services (for example, training manuals and delivery in the local or official 
national language), though not insurmountable, tend to keep out imports. 
Regionally, English is commonly understood and used by professionals 
and large businesses. This has resulted in a lowering of such barriers for 
trade within the region and with English speaking suppliers. 
Professional Qualifications 
It is necessary to distinguish between professional services that can be 
performed by individuals to meet conditions of training and examinations 
in order to be registered for licence by the government and/or recognized 
professional bodies (as in accounting) and those that are open (as in 
market research and advertising). Focussing on the former, conditions 
regulating registration and practice concern initial admission into the 
profession and the renewal of licence to continue. In ASEAN, govern- 
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ments play a major role in such regulations (for example, the Minister of 
Finance in Indonesia, the Malaysian Institute of Accountants which is a 
statutory body under the Ministry of Finance of Malaysia, the Board of 
Accountancy under the Professional Regulation Committee of the 
Philippines, the Public Accountants Board of Singapore, the Board of 
Supervision of Accounting Practice of the Ministry of Commerce in 
Thailand). Apart from academic qualifications, the criteria for initial 
registration may include the length of practical experience, nationality 
(Thailand), residency (Singapore), age (Singapore), membership of 
professional institute who oversees standards and ethics, good character, 
and proficiency in relevant local laws pertaining to the corporate sector 
and tax in general. Hence, suggestions to establish equality in professional 
qualifications for "entry" recognition and to harmonize standards of 
practice in order to facilitate trade in such services will be far from easy. 
This does not include further requirements for periodic renewal of pro- 
fessional practising licence - such as continuous professional education - which are compulsory in some countries (the Philippines) - but 
voluntary though encouraged in others (Malaysia, Singapore and 
Thailand). 
Technical Constraints 
The most formidable technical barrier to services exports from ASEAN 
is their relative technological backwardness in relation to world standards. 
The dynamic innovations in technology vastly affect the production and 
delivery of professional business services to the extent that the level of 
sophistication, or lack of it, greatly determines their competitiveness and 
ability to trade. 
Secondly, the rapid computerization of crucial stages of service 
production and the use of information technology can also in effect 
function as technical barriers to trade. Trading partners often need similar 
technological levels and similar infrastructures to deal with transactions 
within firms. For example, hardware and software compatibility is a 
technical precondition for trade in market research. These preconditions 
here take the form of computer programs and of telematics facilities in 
trading countries. 
Readiness and ability of human resources with appropriate skills need 
to be ensured in both the exporting and importing countries in order not 
to hinder trade. In particular, the exporter would need to train the 
importer and to assist in the installation and use of specific technology 
after the transaction is effected (for example, software for specialist market 
research jobs). 
174 PRODUCER SERVICES DEVELOPMENT AND TRADE 
Economic Hindrances 
On the supply side, the smallness of the domestic market inhibits service 
producers to attain a "critical mass" that is necessary for scale and scope 
economies before stepping outside national boundaries into foreign 
markets (for example, advertising in Indonesia). This implies that 
opportunities for service firms to move down the learning curve are 
restricted by size of the domestic market, whilst cost efficiency will not 
be reachable within the context of a small market. Cost competitiveness 
is difficult to attain when the domestic market base is small because it 
does not provide sufficient work volume for sharing fixed costs of service 
businesses. Moreover, the lack of intense competition in the domestic 
market need not be a favourable sign for export capability because 
industries need to sharpen their efficiency through the process of strong 
competition. Thus the domestic market structure itself constitutes a 
formidable trade barrier. 
This situation is aggravated by the low absolute value of net revenue 
obtainable from a small domestic market which will not yield attractive 
margins for entrepreneurship and will not encourage entry into the service 
business. An example of the former is seen in the small commission 
derived from media expenditure in Indonesia. The absence of local entre- 
preneurial activity in Singapore advertising has been cited as an example 
for the latter. Thus, the problems of smallness of service producing units 
or firms, particularly among the medium and small segment, seem to 
perpetuate a vicious circle in ASEAN, hence limiting their ability to 
improve on cost efficiency and competitiveness to be able to export. 
Increasing labour and overhead costs in the more export oriented 
countries such as Singapore, is also eroding into the competitiveness of 
their professional service businesses. Rising costs constitute barriers to 
their export. 
The strength of the Singapore dollar vis-a-vis weaker currencies in 
the region and elsewhere has also made export expensive. As in the case' 
of goods, currency differentials which at times drive trade may also hinder 
trade. 
ASEAN professional business services would be crippled without 
foreign technological, financial and management support. Without effort 
to develop indigenous resources, export capability would be severely 
hampered. 
On the demand side, clientele in the region for imports appears small 
because export of professional business services is dependent to a large 
extent on goods export, especially of national brands. Service exports 
seem to be restricted since they tend to follow the export of goods, and 
since there are not very many of ASEAN brands that are exported. 
MALAYSIA AND ASEAN IN THE URUGUAY ROUND 175 
Corporate Practices 
Several points raised earlier in this chapter and the previous chapter are 
in fact barriers to trade that originate from corporate behaviour. 
Increasing intra-firm transactions effectively mean market sharing on a 
regional or international basis to the detriment of real free trade. Potential 
ASEAN services exporters would prefer to let their world-wide networks 
handle international demands. Technical agreements and arrangements 
pertaining to management, licencing, training, referrals, etc. amount to 
intervention on market forces and to the discouragement of trade. Even 
the association of independent market research firms through Inrasia, a 
company formed in Hong Kong to foster international linkage amongst 
regional firms, disrupts free trade by creating intra-group trade. Mergers 
and takeovers world-wide, commonly seen amongst large advertising and 
accounting firms and also amongst some small local accounting firms, 
have also reduced competitive forces, apart from introducing or causing 
instability in the market. 
Supply-driven hindrances are also common. The rapid diversification 
of services within international firms means the creation of large multi- 
activity service producers which concentrate market power not only 
domestically but also on the trade front. This includes the large variety 
of peripheral services offered by advertising agencies in their attempt to 
create one-stop communication centres (for research, market consultancy, 
public relations, direct selling, and client promotion below the line), as 
well as management consultancy services provided by accounting firms 
for non-traditional areas such as in manufacturing integrated system. 
The business behaviour of service firms also tends to perpetuate the 
dual segmented market structure, which is not conducive for trade pro- 
motion for the country as a whole. With a dichotimised market where 
little linkage exists between the two segments, opportunities for growth 
and development of service firms, especially from the small segment, 
would be hampered. Such growth is vital as a pre-condition for trade. 
Hence, intentionally as well as indirectly, the corporate behaviour of 
service firms may have contributed towards the erection of another trade 
barrier. 
Developing Producer Service Industries and 
Increasing International Competitiveness 
In the Ministerial Declaration launching the Uruguay Round, it was 
specified that trade expansion was intended to serve as a means of 
economic growth and development. Measures to increase trade, such as 
liberalization or transparency, are expected to contribute to development 
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through trade. This external demand pull or international market driven 
approach to development is different from the internal supply push 
approach that involves offering quality services at competitive prices 
through cost economies of efficient industries that and can meet the needs 
of international markets competitively. The negotiations on trade in 
services is mandated to respect the policy objectives of national laws and 
regulations applying to services. It is no secret that many of such policies 
pursue economic and social development as prime objectives, whilst trade 
expansion is relegated to a lower step in the process. Initial import 
substitution policies that precede export oriented ones give priority to 
development rather than trade, at least in time. 
Given the present level of development of professional business 
services in the ASEAN region, it is slightly premature to address issues 
raised by and agreed upon within the Group of Negotiations on Services 
in Montreal at a sectoral or subsectoral level. The region has very little 
services trade experience to draw upon, Singapore being the only 
exception to this. The new challenge of having to assess possible gains 
from freer trade (and investment) in specific services and to protect 
national interests through concessions obtainable is indeed formidable, 
even when the traditional unconditional most favoured nation treatment 
of developing countries applies. 
In order to safeguard their interests, it is important that ASEAN 
countries, along with other developing countries, need to be part of any 
rule making process on international services trade. It is also prudent to 
be involved in a multilateral framework than in bilateral agreements. 
Having established a regional mechanism, ASEAN may attempt to 
harmonize their positions and compare notes internally, particularly at 
the subsectoral or industry level, in order to enhance their opportunity 
of being heard and their bargaining strength. 
Nevertheless, developing countries of ASEAN should show their 
commitment in working towards a global system for orderly trade in 
services in two ways. First, general principles for the promotion of free 
trade, and for justice and equity should be agreed upon within the context 
of a multilateral framework for the benefit of all trading partners. 
Secondly, ASEAN countries should contribute to the agreement by 
indicating service sectors or subsectors or activities they are ready and 
prepared to permit foreign access at least initially. Simultaneously, Asean 
countries should explicitly state what they expect of trading partners and 
potential partners, especially from developed countries. This includes 
symmetrical treatment of labour of all skill types and levels, concessions 
for development purposes, flexibility in the use of government subsidies 
and assistance for export promotion, time allowance for implementing 
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concessions, flexibility to change regulations and laws to accommodate 
future development needs, provisions that take into account weaknesses 
arising from balance-of-payments and debt positions, and remedial action 
necessary to make up for the general technological and capital deficiencies 
of developing countries. Detailed requests would need to be made for 
all services or for specific service activities. Considerable understanding 
needs to be obtained on such specific questions, after initially reaching 
an agreement on the principles of the trade framework. 
Each of the substantive issues raised for negotiation on trade in 
services is discussed below with reference to market research, advertising 
and accounting in the region. They are approached by evaluating possible 
contributions toward growth of ASEAN subsectors hence economic 
development and trade. 
Mobility of Factors of Production 
The single most important and beneficial outcome expected of the agree- 
ment on services at the subsectoral level, is the possibility of improving 
technology through greater inflow of foreign experts. Without exception, 
all the three industries in all ASEAN countries favour relaxation of im- 
migration and work permit rules to fulfill their dire shortage of highly 
skilled, up-to-date experts, especially to train locals. It is recognized that 
controls on specific time period, professional qualifications, (specific job 
and purpose of entry for short term relocation of professionals who need 
a presence in the client country), would be necessary for security reasons 
and for regulating skill development and employment opportunities for 
locals. Except for Singapore, which is already very liberal, others in the 
region are waiting for such mobility to boost subsectoral development and 
competitiveness. 
Singapore even hopes to see the arrival of greater numbers of 
unskilled or semi-skilled workers to alleviate its labour shortage (Sieh 
1988) whilst the Philippines is keen to export labour intensive work 
through freer labour movement into foreign markets, for foreign exchange 
gain (such as for market research data processing services). However, 
without a symmetry clause to permit inward mobility of skilled profes- 
sionals and outward mobility of unskilled labour, through recognized or- 
ganizations, such an aspiration of developing countries may be construed 
to be against the principle of reciprocity - another area for negotiation. 
Nevertheless, the relatively more advanced subsectors in ASEAN such 
as advertising in Singapore and accounting in Malaysia may be able to 
increase export of their services with easier mobility of professionals, 
notwithstanding other licensing conditions, particularly for accounting. 
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A quota system has been suggested for regulating the number of foreign 
licensed professionals admitted to work to facilitate trade, where quotas 
may be determined by the level of economic development (Barton 1986). 
Market Access 
At the industry level, none of the three professional business services 
studied do not consider foreign competition threatening, since the largest 
international firms are "already here". They are firmly established and 
are practising successfully (for example, Big Six in accounting; top 
advertising agencies such as Saatchi & Saatchi, McCann Erikson, Lintas, 
BBDO, J. Walter Thompson, Ogilvy & Mather, Foote Conne & Belding; 
and AGB in the Survey Research Group for market research). However, 
Singapore argued that more international firms located in the country 
would enable further export of services and contribute to alleviating some 
limitations of smallness of their domestic market. The Philippines 
considers international firms as channels through which their abundant 
skilled manpower could be mobilized for accounting and advertising and 
for labour intensive work such as data entry for market research. The 
presence of foreign service firms would serve as a link to export markets. 
It is realized that foreign establishments exist under rather stringent 
equity conditions, professional licensing controls and restrictive govern- 
ment procurement policies, which together serve as a protective umbrella 
for the local firms. It is felt that direct presence such as through 
uncontrolled equity participation should not replace the present arrange- 
ments of limited ownership or of correspondent, referrals, technical and 
management agreements. This is mainly in order to prevent "backdoor" 
inflow of investment and unfair economic competition, and to promote 
the development of local firms. The dominance of foreign service sup- 
pliers would stifle the ability of locals to start (for example, the worry of 
absence of local entrepreneurship in advertising in Singapore, hence a 
barrier to enter) and to grow (generally all three industries see difficulty 
in expanding their business without associating themselves with foreign 
firms). With competition already biased towards internationally con- 
nected firms who are more capital and technology intensive, the fear that 
local firms will be adversely affected by liberalization cannot be ignored. 
Consideration would need to be given to studying the proliferation 
of contractual arrangements that are likely to emerge as trade in services 
becomes increasingly liberalized, if developing country interests are to be 
protected. New forms of cooperation that facilitate trade and at the same 
time ensure social and economic development should be specified and 
encouraged. Conditions such as local employment stipulations, minimum 
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training requirements by budget allocation, investment in equipment 
relevant for production or delivery of services, linkage with small firms 
and earmarking portion of the business for export could be considered 
in this respect. 
National Treatment 
The national treatment principle can be supported on at least two grounds 
in ASEAN. First, in order to foster intra-regional trade and subsequent 
world-wide trade, the countries that are more prepared for this should 
not be obstructed by trade barriers within the region, given the already 
small quantum of trade presently seen. For example, Singapore's regional 
role for advertising production has been reduced because of local 
content rules in neighbouring countries. Secondly, for pure cross border 
transaction of services, often embodied in goods, barriers should be 
dismantled. For instance, a 15 per cent withholding tax is levied by the 
Malaysian government for market research materials imported or when 
paying foreign service suppliers. Perhaps more conditions can be placed 
on trade that requires movement or entry of service suppliers into the 
country, for safeguarding jobs, as well as national interests. 
Although foreign firms are generally well treated in ASEAN, the issue 
of national treatment seems to appear in three forms. First, problems 
stemming from professional qualifications, licensing and standard of 
practice can be difficult to resolve, even within the region (especially for 
accounting practice, as well as advertising ethics and prohibitions). 
Perhaps effort in equalizing qualifications for entry and on harmonizing 
standards of practice should be initiated within the region as a first step, 
in order to promote development and trade. Secondly, incompatibilities 
and lack of understanding of cultural and social value systems, including 
language, can prove to be an obstacle to national treatment. For example, 
advertising in Indonesia and business practices in general would neces- 
sitate cognizance of their "rukun" concept of peaceful co-existence. In 
Malaysia, ethnic and religious sensitivities may hinder full participation 
of foreigners. Thirdly, associated with development objectives, countries 
in ASEAN would have to balance not only foreign and local interests, but 
also the interests of subgroups within the country which often involve a 
complex of factors originating from ethnic, religious, geographical, income 
and occupational differences. 
Reciprocity 
Though acceptable in principle, developing countries, including the 
ASEAN countries, would face difficulties in putting this concept into 
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practice in relation to the import and export of services, including those 
requiring the mobility of factors of production. On the export side, 
experiences from both the Philippines and Thailand with the United States 
Parity Rule - in effect a reciprocity rule - cast doubts on its helpfulness 
in practice. The principle is useful only if technical and economic develop- 
ment levels are similar or if they can be matched. 
Regarding import, there is a strong need to protect local firms on a 
low level of development from unfair competition. They need to be 
allowed enough time to catch up on basic skills and technology. Further, 
national redistribution policies geared towards overall economic and 
social development cannot be ignored. 
Transparency 
The formal requirements, if agreeable, to furnish relevant rules and 
regulations, licensing conditions and to notify technical, health or safety 
standards should not be a problem, though time may be needed. But 
teething problems may be encountered in physically listing and gathering 
them from institutions within the public and private sectors initially. 
Moreover, the growing.level of professional awareness and exchange will 
readily permit ready disclosure of clear, unambiguous technical standards. 
But as with other developing countries, ASEAN may need to ask for 
concessions whenever changes are introduced to rules and standards, 
which may be necessarily frequent to keep pace with the rate of develop- 
ment (for example, Singapore is well known because of her speed of 
development). It may not be feasible to open the content of the rules or 
changes to consultation without hampering the growth process. 
However, developing countries may benefit from some agreement on 
how discrepancies between policies and implementation and how 
disputes can be settled. It is yet unclear in what form the process may 
appear. The question of informal, unwritten rules and business modus 
operandi which are determined by historical and cultural influences may 
not be easily overcome through formal agreements. Bureaucratic red 
tapes and corruption often associated with developing countries cannot 
be solved even nationally. 
Progressive Liberalization 
For countries whose service industries are ready to trade, either purely 
across border or through short-term relocation of professionals, or even 
to establish a temporary commercial presence in the importing country 
(such as Singapore and a lesser extent Malaysia), liberalization of foreign 
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markets are crucial both for business expansion and for creating a regional 
network. 
Even for the rest of ASEAN who may be able to export services to 
lesser developed countries before too long, any agreement on liberali- 
zation will help. However, presently ASEAN tends to be more an 
importer, especially when trade in services entails presence of service 
firms and inbound service providers. In either case, consensus on 
measures for gauging the level of competitiveness at domestic, regional 
or international levels should be reached. Even if there are agreed 
measures, the issue of the extent of market opening has to be discussed. 
In goods trade, the graduation of countries has usually been determined 
on the basis of per capita income or economic growth. However, as 
mentioned before, the heterogeneity of services activities within subsectors 
need to be taken into account in assessing the ability of countries to 
compete. It is difficult to see how such disaggregate considerations can 
be incorporated in the negotiations. 
Interests of Developing Countries 
Many of the major issues that pertain to the development dimension of 
trade in professional services have been discussed. Many countries 
regulate domestic business conduct and transactions in this sector for a 
variety of reasons. For example, apart from the reasons of sovereignty, 
national security, and internal integration, media related industries like 
advertising are regulated in relation to language use, standards of practice 
and explicit value preferences. 
Indonesia disallows television commercials on state channels because 
of the possible negative effects of consumerism among the masses. They 
also disallow professional testimonies and political insinuations in 
advertising. In Malaysia, disruptive foreign influence on local religious 
beliefs and values are prohibited whilst interracial harmony promotion 
is encouraged. Political opinion polls as a research activity is virtually 
banned in Indonesia, Singapore and Malaysia. As political stability is 
crucial for attracting foreign investment as well as for economic prosperity 
in general, there are regulations on a number of diverse activities, 
including traded services. 
Apart from health and safety standards, professional qualifications 
sometimes stipulate the exclusion of non-nationals (for example, 
accounting in Thailand). Attempts should be made to ensure uniformity 
within the region to facilitate intra-regional trade and for a common 
front for international trade negotiations. However, effort by national 
governments to control the process of development according to their 
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individual economic development strategies should be respected. 
Clearly, to promote subsectoral development, professional business 
services in ASEAN need more training, technical assistance, foreign 
networking, more market knowledge of potential clients, more practice 
in the domestic competitive environment (for example, introducing anti- 
trust laws) and also government initiatives (either as subsidies, tax 
incentives or control). In the context of the Uruguay Round negotiations 
on trade in services, the governments are expected to balance the expected 
gains from trade expansion on the one hand and the protection of national 
development goals on the other. To achieve that, more in-depth analysis 
of the services sector and subsectors should be pursued (Sieh 1988). More 
intra-regional exchange and cooperation should be mobilized in order to 
enhance bargaining strength vis-a-vis potential trading partners primarily 
from developed countries: Further alternative approaches for exchange 
of concessions should be explored both during the negotiations as well 
as after the initial agreement is reached (Hufbauer 1985, Mark and 
Helleiner 1988). 
POLICY IMPLICATIONS AND 
CONCLUSIONS 
This chapter serves to draw attention to issues derived from the main 
findings of the research, for the purpose of policy consideration. 
Recommendations appropriate for the expansion of intermediate producer 
services in particular and the services sector in general, for developing 
countries would be proposed. Policy issues and recommendations 
pertaining to the development of services production units within the 
economy, that is, at the firm level as observed from the survey on 
Malaysia, are discussed in the first section. The second section focuses 
on policy issues that concern producer services when external trade 
factors are considered, within the context of developing economies, such 
as those of the ASEAN region. The last section concludes with a broader 
analysis of the potential role and linkages between the producer services 
sub-sectors and the rest of the economy, in terms of development of 
services and trade in services. 
Policy Recommendations for the Development of 
Services Production Units 
The Structure and Management of Producer Service Businesses 
Despite the commonly held notion that in developing economies, services 
establishments are small, independent enterprises that catered primarily 
to the domestic market, the findings that more that a quarter of the firms 
surveyed in Malaysia belonged to larger corporate groups and that 37% 
of the respondents had two or more branches, point to the need to 
examine the structure of producer services firms more closely. Clearly, 
large corporations are taking on the provision and management of 
important producer services, especially in relatively older industries that 
show the greatest rates of expansion in so called "service economies". 
Examples include financial services, transportation, communication and 
intermediate distributive trade firms. There is enough evidence to suggest 
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that deliberate policy measures are necessary to ensure that the larger 
producer services firms are on a path that will enhance their productivity 
and competitiveness, as well as those of other sectors. 
Based on the survey, producer services firms had been inward looking 
and overly dependent on the domestic market. The domestic market of 
Malaysia in effect, has been very well protected by immigration and work 
permit laws; despite the fact that in principle, anyone is at liberty to 
provide those services, with the exception of certain highly regulated 
financial services -and "closed" professional services. In view of global 
trends, steps should be taken to encourage a shift in orientation towards 
international markets. This implies that effort has to be put in to heighten 
awareness of rapid changes that are taking place in the international 
environment. Some of the, changes can threaten their position as well as 
offer opportunities at the same time. But much more needs to be done 
to improve competitiveness to a degree that producer services are able 
to engage in trade, outside the domestic market. 
Another weakness of producer services firms was their great reliance 
on a single source of business income, which signifies the narrow line of 
service-products they offer, and their exposure to relatively great risks. 
Although mainly owned and operated by nationals, with minor 
exceptions of foreign involvement through joint-ventures, 43% of the firms 
surveyed had professional managers as their chief executives. Never- 
theless, a policy that encourages diversification of service activities would 
result in stronger and more stable service producing units within the 
system. Also the growth of new service products through deliberate 
search for opportunities would be accelerated. 
Among the newer producer services industries such as professional 
services however, despite the dominance of the domestic market, there 
exists potentials for outward expansion beyond the national boundary. 
But in addition to the lack of outward orientation, and limited service- 
product lines, as in the case of the older industries - which also apply 
to the newer industries - many of the latter suffered from the smallness 
of their establishments. The dependence on "own savings" and contri- 
butions from friends and relatives for initial capital to start the enterprises, 
in the form of proprietorships or partnerships, is reminiscent of small and 
medium scale manufacturing industries. Moreover, for new and old 
services alike, the role of in-house demand which remained relatively 
important among firms who catered to affiliates within the group, cannot 
be ignored - although 94% of the respondents did not have any in-house 
demand. Promotive measures could be considered to hasten the growth 
of newer and promising producer services establishments into larger firms 
that could cater to outside buyers. On the supply side, measures such as 
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investment tax incentives, export promotion allowance, accelerated 
depreciation allowance for purchase of equipment, similar to those 
familiar to manufacturing, may be introduced. On the demand side, 
incentives to promote purchase of producer services from specialist firms 
rather than to depend on in-house facilities, could be considered. The 
observation that government-backed sources of funding of producer 
services in Malaysia was negligible, despite their role in manufacturing, 
suggests that thought should be given to facilitate entry into the sector 
by providing financial assistance. Indirect support may include providing 
guarantee of loans for priority services, at least for the incubation period. 
Direct lending at lower than market rates of interest, as attempted for 
marine shipping, may be initiated. 
Despite the growing inclination towards strategic marketing, many 
services firms had embarked on sales oriented strategies that emphasized 
promotion, rather than really being market and marketing oriented. The 
reduction of marketing to sales and promotional effort was evident from 
the extremely light use of market research among producer services firms. 
Market information is badly needed on clients, their buying and patron- 
age motives, and the factors that determine their behaviour - before, 
during and after the transactions. The expressed difficulties among the 
survey respondents, of identifying potential customers, their needs and 
preferences, and of communicating with their potential clients, must be 
taken seriously. Also, information on condition of competition within 
their own industry seemed lacking. However, the indication by producer 
services firms that service quality and consistency of quality were 
uppermost in their minds as a marketing problem, deserve further policy 
consideration. Evidently, the performance of producer service businesses 
is dependent on their ability to accumulate market intelligence and on 
their marketing know-how and skills - which is a producer service in 
itself. A lot of training would be necessary in the discipline of services 
marketing, as well as in technical service production processes, in order 
to alleviate problems of service output quality. The need to develop highly 
skilled human resources for the production of key producer services 
deserves top priority. 
Operational and Human Resource Policy Issues 
The issue of knowledge, technology and expertise is fundamental to any 
fast growing economic activity - and more so in the case of producer 
services. The test of technical capabilities could lie in the firms' potential 
for successful service product innovation. It would be crucial to ask 
whether producer service businesses in a developing economy possess 
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the technical capability to innovate and produce service products at 
competitive costs; whether they possess the willingness and ability to bear 
the financial risks and costs of innovation; and if the market conditions 
permit and accept those innovations. The issues of market knowledge 
and marketing have already been discussed. Technical service production 
operations and human resources should also be discussed in relation to 
policy measures. 
Generally, it was found that producer services establishments in 
developing economies, for example, Malaysia were relatively labour 
intensive, more dependent on soft technology, and relatively self-reliant 
in terms of obtaining process technology. Automation was limited to 
routine tasks as hard technology was employed for speed, quality 
consistency, repetitive work, reducing waiting time, enhancing demand 
and image, and for reducing material wastage. The least important reason 
for using hard technology was encouragement by the government. Only 
communication firms reported such official incentives, which is not 
surprising in view of the minimal role of official promotional policies in 
the development of most of the services industries. From past experience, 
industries appeared to have the inherent technical capability to gear 
service production and products to market changes. This could have been 
so within a sheltered, domestic market. At most, external consultants 
sometimes engaged, were the most important source of process techno- 
logy from outside the firms. Information from technical journals were 
second in importance whilst information from government sources ranked 
third. In order to develop at a faster pace and in order to expand 
sufficiently to be competitive as exports, a policy could be proposed to 
provide technical information and assistance, as had been successfully 
implemented for agricultural and manufacturing production in many 
countries. Again, financial or tax incentives are needed to start the shift 
towards more automated processes and hard technology in order to raise 
productivity and to improve output quality and consistency. Moreover, 
the incentives would alleviate the problem of shortage of skilled 
manpower, especially at the supervisory level. Measures for training 
should run parallel to the encouragement of wider automation and use 
of technology embodied in hardware and machinery. Such training 
would necessarily be for highly skilled tasks, even approaching pro- 
fessional levels. The role of consultants from abroad has stirred many 
debatable issues. These will be discussed later on. However, it was found 
that the Malaysian government has already played a fairly big role in 
providing R&D facilities to producer services firms surveyed in the 
country, despite the observation that about one fifth of the firms studied 
have their own R&D facilities, which is consistent with their own sources 
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of process technology. R&D would be an avenue of developmental 
assistance to producer services firms that should be strengthened and 
expanded to accommodate greater future demand as the sector grows. It 
is useful to study the type of research that has been conducted by various 
organizations and the need of producer services industries themselves in 
terms of future research. 
In managing the service operations, the most serious concern in terms 
of service production was high and rising overhead costs, especially for 
utilities including energy costs. Such a problem, if allowed to persist, 
would negate effort in increasing competitiveness for trade. Appropriate 
steps are necessary to curb or to decelerate the rise in production costs. 
The fact that sizable proportions of services outputs comprised tangible 
goods made from material inputs, cannot be ignored because the costs 
of materials and supplies that go into the service-product package would 
affect the cost and efficiency of the services industries themselves. The 
problem of controlling quality of service offered by contact personnel 
would be addressed by the earlier suggestions on training. The difficulties 
of keeping abreast with new technology would entail attention to the vital 
role of information and the benefits of continual training. Probably 
lessons can be derived from the way certain professional bodies insist on 
on-going training as a condition for the renewal of membership. 
Undoubtedly, the quality of services output is to an extent dependent 
on the personnel engaged in their production, especially when labour 
intensive technologies are more widely used in developing economy 
situations. The finding that a high proportion of employees did not work 
on a full time basis is not surprising. Apart from part-timers who were 
mainly general workers, there were those on contract who were primarily 
operating personnel and non-clerical staff. Consultants on contract 
comprised mainly professionals. The direct relation observed between 
job level and education needed, points to the merits of emphasizing a 
curriculum in the national educational system that is mindful of the fact 
that an increasing share of the labour force will be absorbed by the 
services sector - particularly key intermediate producer services that 
ramify the whole economy. 
It is a myth to believe that services firms employed more women 
than men. The survey found that on average, producer services firms 
employed 2.3 times more men than women on a full time basis; and the 
ratio increased with the size of the establishments. Women were mainly 
found in smaller establishments of less than ten employees, where job 
prospects were poorer, pay was lower, benefits were fewer, and where 
image was less attractive. Except for clerical jobs where two-thirds were 
filled by women, all other work categories were dominated by men. The 
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nature of the work could have deterred women. With more automation, 
more opportunities should be available as the work becomes more 
amenable for women. But the number of female professionals, managers 
and administrators remained small. Certainly, this implies that much 
more training for women is necessary in order to prepare them for 
higher positions in the services sector. Besides knowledge and skills, 
attitudinal training is essential for them to accept heavier responsibilities. 
On the demand side, employers should also be encouraged to recruit 
more women, not only to benefit from the management effects of a more 
gender-balanced decision making team, but to tap from a pool of employ- 
able human resources in view of the shortages of manpower as reported 
by many. Although national educational policies of Malaysia have been 
gender free, which have significantly raised the educational level of 
women, some added incentives, probably in the form of special commen- 
dation awards, could be given to firms who train women employees, at 
least until the potential pool of eligibles are largely absorbed into the 
sector. It is not suggested that men trainees would be less favoured; in 
fact, they should be covered under the overall provisions of training 
incentives. The gender issue would disappear once the pool outside the 
sector diminishes, and not when the gender ratio in services firms 
balances (as it would be unrealistic to expect so). 
Ethnic distributional issues are very important in multiracial Malay- 
sia. It was found that the indigenous group or Bumiputeras had exhibited 
significantly higher degree of success in the services sector than in 
manufacturing even among the more sophisticated producer services 
establishments. They constituted the largest proportion of full time 
employees in terms of race. However, proportionally more of the Bumi- 
puteras were employed in the relatively lower work categories. Their 
poor representation in sales job was obvious by their absence. But their 
forte as professionals and managers in "other services" - such as business 
oriented hotels, development and construction services, and in industrial 
repair services, overshadowed their weaknesses in the distributive trade 
services. An important policy option for social distribution purposes, if 
the spirit of the New Economic Policy continues in the National Develop- 
ment Policy that succeeds it, would be to divert some of the Bumiputera 
training programs that already exist, towards development of skill-types 
that would serve the needs of the fastest growing producer services 
industries. Special attention should be given to marketing education and 
sales training. Incentives for in-company sales training would help create 
a pool of Bumiputera sales personnel for the sector. But notwithstanding 
distributional policies, the general shortage of manpower, particularly 
skilled technicians, supervisors and professionals, demands that urgent 
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action be taken to train and re-train human resources necessary for the 
expansion of the services sector, regardless of race and sex. 
The finding that foreigners represented only 2% of all full time per- 
sonnel engaged in the sample of firms, testifies to the ability of nationals 
in producing and delivering producer services in a developing country 
such as Malaysia. But the foreigners were found in jobs that demanded 
high levels of skill, knowledge and training. They included management 
positions where 5% were occupied by foreigners, technical and super- 
visory jobs where 4.4% were taken up by foreigners, and professionals 
where 3% were accounted for by foreigners. This reinforces the earlier 
finding that Malaysia did not have sufficient manpower of these 
categories, and that producer services firms had to depend on some non- 
nationals to supplement the locals. While there were signs of skilled 
manpower shortages, it must be reminded that the composition of foreign 
employees was A direct result of border controls through visas and work 
permits issued by the immigration department. Foreign workers could 
have inundated even lower job categories, if allowed to do so. The rising 
wages of operating personnel and of non-clerical workers, accentuated 
by high rates of job switching and low employee loyalty, were clear 
manifestations of manpower shortages. Managers stayed longest in their 
jobs. But their average service with their employers was only around six 
and a half years, at least among the sample surveyed in Malaysia. 
Evidently, the gravest concern in the area of human resources was 
the availability of professionals, of experienced and trained operational 
personnel and of technical and supervisory personnel. Insufficient 
management and administrative staff was also a difficulty. The worry 
over high and rising cost of direct service workers matched that of low 
service worker productivity. The availability of indirect workers and their 
productivity were also causing concern. The policy implication that 
follows from the recognition that technology embodied in people rather 
than in machinery and equipment, and from the urgency to build a pool 
of relevantly trained personnel, has been repeated several times. That 
is, to invest in appropriate human resources and to engage in skill 
development at all levels of the job hierarchy. 
Numerous suggestions on policy have already been made. Bearing 
in mind that the services sector is not as familiar as other economic 
sectors with Government interventions, the question of responsibility for 
implementing support programs may arise. Apart from administrative 
division of tasks among various departments and public sector agencies, 
the complementarity between the Government and the private sector 
deserves careful consideration. The biggest problem in the implementation 
of policies geared towards the promotion of producer services industries 
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would be to determine the criteria of eligibility for the incentives. For 
example, it would be necessary to draw the line between goods pro- 
duction and services production. Another problem would be encountered 
in establishing the priority to assign to different types of services. 
Questions would centre on what industries are considered "producer 
services"; secondly which are the ones to be selected for promotion; and 
thirdly which industry should be promoted first. Difficulties could also 
arise from unforeseen effects of distortions that may emerge as a result 
of policy intervention. Further, with the future opening of markets, though 
a gradual process through multilateral services trade negotiations, 
excessive policy action for national firms may be construed as subsidy 
for exports rather than as development assistance. Even after determining 
what should be done and why they are important, questions on how to 
implement and who should be responsible require attention. Limitations 
that are foreseeable may not be as trying as those that cannot be fathomed, 
due to the absence of precedence and experience in the promotion of 
services development. 
Private Sector Directions and Public Growth Policy 
In order to assist in the formulation of policies on services sector develop- 
ment and on trade, a detailed understanding of the goals, strategic 
priorities and future activities of services producing units within the 
economy would be important. The approaches of services firms that are 
deemed undesirable from the viewpoint of overall economic growth 
should probably be discouraged. On the other hand, those that are 
considered favourable for the services sector and the rest of the economy 
would find support. Direct contribution by the Government of Malaysia 
may be proposed in the "gaps" where action is needed, but ignored, due 
to high costs to individual firms; or neglected, due to lack of awareness 
and lack of proper perspectives. An example of the former may include 
expensive, large scale and continuous training of skills to be in line with 
technological advancement (including of special target socio-economic 
groups, such as school leavers, ethnic groups, women etc). The gathering 
and maintaining of market information, data bases and research may be 
examples of the latter. 
When reviewing the priorities of producer services firms of Malaysia 
in terms of their goals, strategies and directions for the next five years, 
policy implications begin to emerge. Several contradictions can be 
observed. Despite the desire by every industry studied, first to achieve 
high rates of productivity and efficiency, and secondly, to attain business 
growth and performance improvements, the firms were not really 
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prepared to shoulder the responsibility of training. Further, despite the 
emphasis on elevating quality, speed and reliability as competitive 
strategies, staff training ranked very far down as a means for quality 
improvements. It was evident that employee welfare and social 
responsibility rated only third as goals of the services firms surveyed. The 
most significant reason for the unwillingness to train employees was the 
high rate of staff turnover experienced in the last couple of years, 
attributable to shortage of manpower. It was not worthwhile for firms 
to train employees, knowing very well that they would be lost to better 
paying competitors in the labour market. Moreover, time would be 
necessary to see productive results of any training. The preferred strategy 
was to recruit those who were already skilled and were capable of fitting 
into the services production system immediately. But the problems of a 
tight labour market could not really be avoided because they would be 
manifested in other ways. Steps would be needed to solve the problems 
of job-hopping and almost total absence of employee loyalty. Without 
remedial action, salaries and wages would be pressured upwards to the 
detriment of the competitiveness of services industries. The cost levels 
of other sectors of the economy would consequently rise, thus giving 
another reason for higher cost of production in agriculture and manu- 
facturing. The competitiveness of export oriented agricultural and 
manufacturing firms can be affected negatively. 
Self-help strategies may be considered by various producer services 
industries, either through trade associations or professional bodies. Joint 
training programs should be more economical than training to meet a 
firm's own needs. Although such joint effort has already been imple- 
mented by a few industries, notably those with some form of trade or 
professional organization, a lot of room for more programs exists. The 
examples of programs conducted by the accounting bodies, the adver- 
tising associations, and the architect association deserve emulation, after 
closer examination and adaptations. Industry wide joint programs could 
be extended to re-training, in parallel with technological advancements, 
and continuous training to upgrade individual skills. Such self-help 
methods may be carried out with other relevant institutions, both locally 
and from overseas. Government or public sector cooperation may also 
be sought. The Skills Development Fund should be extended to cover 
producer services. Rebates can be obtained by firms who train employees 
under approved training schemes. Unlike other economic sectors where 
sector-wide associations that cut across various industries are already in 
place, such as the Federation of Malaysian Manufacturers, the services 
sector has not reached that level of intra-sectoral networking. Despite 
several industry based associations, such as those in banking and finance, 
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and professional bodies, it is proposed that producer services who cater 
to intermediate, mainly business buyers, should start organizing 
themselves under one big umbrella for the benefit of members. 
At the firm level, apart from on-the-job training, which was the most 
common type of training, employers may consider a system of sponsor- 
ship and financial incentives, both during and after successful completion 
of training. Ways to retain trained and experienced staff, through 
monetary as well as through career development opportunities, could be 
introduced. Salary and wage adjustments would be necessary to 
discourage job-hopping. More long-term personnel-oriented programs 
may be important to build up identification with the firm, to instill a sense 
of belonging and pride, and to foster loyalty. Employees' family related 
needs, such as health, creche facilities, educational loans or scholarships, 
spouse support etc, could-be incorporated into some of the employee 
benefit programs. For higher level work categories, staff motivational 
programs could be considered for better job satisfaction, especially when 
the conditions of work, such as odd working hours and not too pleasant 
work environments, are prevalent. If not already available, such personnel 
attraction and retention programs would certainly mean an additional cost 
burden, that would push overhead costs further up. However, for 
individual firms, the higher costs would be justifiable if improved pro- 
ductivity and output quality result in better revenue. Also, if the numbers 
available for employment in services were to expand, either through 
training or through the inflow of foreign workers, the pressure on 
employers could be less tense. Despite tight work permit regulations on 
foreign workers, the Malaysian Government had relaxed rules to meet 
labour market requirements in recent years. However, they were mainly 
confined to household, final services and construction services (besides 
agricultural workers). Except for very high level professionals and con- 
sultants (of around 2% in the survey), producer services would continue 
to face shortages particularly for technical personnel in supervisory jobs. 
As the regulatory authority, the Government would have a crucial 
role in human resource development. Direct financial grants may be 
given by the Government to training programs identified according to 
predetermined conditions of priority. Technical training assistance could 
be rendered through the provision of resources such as appropriate 
reference materials and training aids to qualified training bodies, 
including those in the private sector. The training of trainers could be 
another policy option. Although these suggestions are not new for 
Malaysia nor to the ASEAN region, past efforts had been extremely 
limited. Except for programs under Malaysia's New Economic Policy 
intended for social restructuring, other programs aimed at human 
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resource development that were geared towards skills for producer 
services industries per se, rather than for socio-political redistribution, 
could be vastly improved at all levels. Fiscal incentives could be utilized 
whereby tax allowances, financed partially by appropriate levies, and 
partially by subsidies, may be considered. A comprehensive system must 
be instituted to establish criteria for beneficiaries of such a promotional 
policy. Another important role of the public sector would be the safe- 
guarding of national interests. The setting of standards and monitoring 
of their adherence from all aspects, ranging from health through consumer 
protection to national security, would fall under the scope of such provi- 
sions. Further, the detrimental attitude of producer services firms as 
reflected by their acting solely for their own interest - such as recruiting 
only the trained and skillful who are immediately productive - without 
much regard for training, must be rectified by the Government. Steps 
should be taken to reverse the situation, in order that the sector as a whole 
would grow quickly and less painfully. 
Another paradoxical finding of the survey was that producer services 
firms of Malaysia appeared dynamic in wanting to achieve growth of their 
businesses through higher sales, increased productivity and production. 
Leadership in their line of business and market share increase were 
important goals. Quality improvement, speed and reliability were 
important competitive strategies. But their main priorities and strategies 
that were indicated for the next five years, did not reflect those aspirations 
of optimism. Basically, the firms were found to be risk averse and not 
ready to embark on more risky future paths, such as to offer new services 
to new markets. Needless to say, relatively safe strategies including 
providing follow up after sales service, improving image, competitive 
pricing and flexibility, would bring gains that would be commensurate 
with the risks involved. It is not easy to explain the lack of entrepreneurial 
spirit, except for the finding that there were more professional managers 
than owner-managers who operated the businesses surveyed. Another 
reason could be due to complacency on the part of producer services firms 
because as many as 81% of them regarded themselves as already 
successful. The recent painful experiences of the mid-eigthties, where 
retrenchment was rampant and the economy shrank for the first time since 
Independence in 1957, were probably still fresh and vivid in their minds, 
to deter risky ventures. A policy is needed in order to encourage invest- 
ment and diversification into new service products rather than to be 
overly dependent on one service product as the major source of revenue. 
Measures to encourage entrepreneurship among existing and potential 
suppliers, especially in key intermediate services should be initiated. 
Malaysia does not lack experience in promoting investment in manufac- 
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turing. Many of the strategies, such as offering pioneer status, tax 
holidays, accelerated depreciation for capital purchases and other fiscal 
measures, such as subsidized loan interest for specific industries, could 
be extended to producer services of high priority. Physical assistance such 
as providing suitable premises for the conduct of service businesses, 
infrastructure and facilities for research and development, would be 
important incentives. Information such as those on technology relevant 
for services production would be as important as market intelligence, such 
as on accessibility and possible market linkages. Administrative support 
that can be introduced include speedier project approval, easier processes 
for obtaining'operating licenses, reduction in redtape such as the number 
of permits required, greater transparency of rules and regulations 
including for public sector procurement, consistency of Government 
policies, and removal of inhibiting regulations that reduce market 
competition and those that dampen entrepreneurship and the growth of 
producer services industries. Joint ventures reported that they were 
hindered by the regulation of foreign personnel into the country and overt 
Government policies of public procurement and procedures that gave 
preference to local companies. All producer services firms surveyed, 
regardless of foreign or local, found slow and cumbersome project 
processing and approval procedures, and unclear and unpublished 
Government procurement procedures especially for tenders, definite 
obstacles. Concern was expressed over Government policies, particularly 
those pertaining to equity participation and frequent changes in technical 
standards. Tax rates and tax structures were also unsettling. In playing 
an economic management role and a regulatory role, the Government has 
to balance the needs of all sectors and various interests within the country. 
Knowledge of the needs of the producer services subsector would 
contribute towards better decisions. 
It was found that the majority of the producer services firms in the 
survey commenced their businesses because of the demand they per- 
ceived and not because of the prospects of great financial gain. Profit 
maximization was not revealed as an important business goal, either 
before or ih future, as compared to the importance accorded to the quality 
of their output. But despite their original, market driven motivations, 
producer services firms were found to be more production and sales 
oriented once they were established, rather than continued being market 
oriented. This could lead to unhealthy inward looking businesses instead 
of outward, competition and market oriented ones. Apart from their 
reluctance to follow risky avenues, other marketing strategies, such as 
adjusting to changing market conditions, were only minor strategies for 
improvement and development. The major emphasis would be on 
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strategic planning, operational reorganization for higher efficiency, and 
on quality control for products and services they produce. Clearly, 
internal company operation and performance would take priority. 
Specific future steps and intentions would vary according to the 
conditions of their respective services product, labour market, degree of 
automation and use of hard technology, regulation, maturity of the 
industry etc. Nevertheless, the efficiency and competitiveness of any firm 
or industry can only be honed over time by being market sensitive. Steps 
should be taken by the Government to raise the level of marketing 
awareness, marketing knowledge and marketing skill throughout the 
services sector. Producer services should learn to be attuned to move- 
ments in the market and to be flexible enough to match those variations. 
Firms and industries should be encouraged to make best use of the state- 
of-the-art tools that are available in the field of market research, for the 
benefit of market and business development. Consumer behaviour with 
respect to before, during and after purchase, should not be ignored. The 
peculiarities of producer services marketing should also be widely taught 
and learned, for effective strategies of service-product development, 
pricing, promotion and delivery. Effort towards encouraging export of 
services to regional or international markets, would require special 
incentives. Even without international developments, that have placed 
top priority on trade in services, an outward market orientation can 
always bring benefits to those who try. The deliberate and conscious 
actions to cater to foreign demand would result in an efficient and 
competitive service production system, on condition that opportunities 
are given for the newcomers to acquire experience under concessional 
conditions, before outright competition with the well established and 
large multinationals. Assistance in technology, training of manpower, 
market access and finance would be crucial for firms from developing 
countries to initiate their outward shift. It may be prudent for firms from 
developing countries such as ASEAN to adopt a strategy of finding 
suitable market niches, where they enjoy comparative advantages, rather 
than to compete head-on with the rest. Nevertheless, a policy on market 
direction is needed to guide producer services in a developing country 
such as Malaysia. More discussion on trade and policy issues will be 
found in the next section. 
Policy Recommendations for Trade in Producer Services 
Common Features of Market Structure and Competition 
A number of common features emerged from the examination of the three 
professional business services in ASEAN: 
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The sub-sectors or industries are not large but are experiencing very 
rapid growth in line with general economic expansion in the region. 
The markets in the sub-sectors are highly concentrated in a few large 
service suppliers, whilst many small service firms especially in 
advertising and accounting share an insignificant share of the market. 
Within each industry or sub-sector, the service mix offered by firms 
need not be homogeneous, especially between size segments of 
service suppliers. The larger firms are innovative, moving into newer 
services for competitive and probably image reasons, whilst the 
smaller contend with the more traditional activities of their industry. 
Even among firms of almost similar size, heterogeneity of service 
products is not uncommon, probably as tacit complementation of each 
other and to avoid head-on collision in the larger segment. This could 
also be for finding the most competitive niche through specialization 
among the smaller service firms, and to ward off forces of an intensely 
competitive environment. 
The sub-sectors have a strong foreign presence either directly through 
equity and management or indirectly through technical agreements, 
referral arrangements or just in name (despite restrictions). Thus 
foreign providers of professional business services have already 
gained considerable market access and have established substantial 
presence in the region. As expected, foreign firms predominate as 
large suppliers at the upper end of the market. 
On the contrary, local suppliers of professional business services in 
ASEAN are confined to the lower end of the market as they operate 
as very small-scale firms. 
Evidently a dual-segment market structure is prevalent among the 
industries studied. Competition is segmented into two layers where 
large, foreign-linked firms service multinationals and large local firms 
by offering technological superiority, knowledge, and world-wide 
network and reputation. The small and medium local firms compete 
intensely for smaller clients who prefer lower price, personalized 
service, and knowledge of culture and language. The fact that price 
can be depressed, especially in the small segment, indicates that 
competition in the sub-sectors is not absent. 
Restructuring was rampant in the last five years, but most of them 
did not originate in the region. They were caused by world-wide 
realignment following client shifts. Amongst foreign-linked firms, 
restructuring was high in advertising and accounting, but less so for 
market research. Local medium-sized firms in advertising and 
marketing research look forward to having foreign partners for 
technical, financial and network benefits, but medium-sized account- 
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ing firms are generally stable. Small accounting firms on the other 
hand, tend to change partners quite often to catch up with their 
growing clients. Such switches among service producing firms, 
through mergers or acquisitions to consolidate or enhance market 
position, suggest the prevalence of competition. 
Importance of Trade and Bases for Competition 
When considering trade in services, it is difficult to distinguish between 
regional trade (within Asean) and international trade (other Asia and rest 
of the world) because the differences appear in degree rather than in kind. 
Moreover, with extremely limited experience in international trade and 
the small volume of regional trade, attention tends to revert to raising 
the currently low level of development of the industries as a precondition 
for trade. 
The level of regional and international competitiveness of Asean 
professional services, judged by the three industries, must be analyzed 
against the duality of their domestic market structures. With the markets 
segmented into two distinct categories of service suppliers in terms of size 
and foreign linkage, which in turn determine their capabilities and com- 
petitiveness, general statements on competitiveness within the region or 
internationally must be made with caution. 
The nature and intensity of competition faced by local firms that are 
generally small are vastly different from what is observed in the large 
foreign dominated segment. First, local service firms rarely think in terms 
of markets outside their country. Many firms, especially in accounting, 
do not even think beyond the town where they located. They have 
difficulties in preventing clients from moving to larger service firms when 
their businesses grow, after initial effort in getting clients to use their 
services. Possibilities of exporting their services are indeed remote with- 
out adequate financial, technical and professional resources. Although 
they account for a very small proportion of services produced by value, 
they constitute the bulk of the number of service supply firms. This 
implies that policy priority should focus on their development needs 
rather than on their immediate ability to trade. In the long term, uplifting 
them and preparing them for international competitiveness though 
hypothetical, would be a useful approach in planning programs for their 
improvement and development, though presently international com- 
petition for them is insignificant. 
Secondly, foreign trade and competition are limited to the small 
number of larger, usually foreign-related service firms that produce the 
bulk of the work. Even then, the proportion of service output that is 
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traded is insignificant, not exceeding 10 per cent either way on average. 
The only important exception is found in the advertising industry of 
Singapore which acts as a regional centre, where about half the service 
output is intended for outside. To a smaller extent, one of the large 
market research firms with a regional office in Kuala Lumpur also imports 
and re-exports services for their network. Generally, accounting firms do 
not perceive any relevant degree of competition. Market research firms 
describe competition in their subsector as insignificant within the frame 
of a network. Advertising agencies that cater to the region consider 
competition as keen in Singapore and slightly less intensive in Malaysia. 
But agencies from other countries would regard regional competition as 
unimportant. 
As for regional competitiveness, large firms are considered very 
competitive for market research and competitive for advertising and 
accounting. International competitiveness however, are rated slightly 
lower. Human resources, knowledge, networking ability and finance 
have been considered as very important if not critically important as bases 
for competitiveness beyond the national boundary. Although in terms 
of technical competence and knowledge, the large advertising and ac- 
counting firms consider themselves to be as competitive as firms in other 
countries and those in market research very competitive, reser-vations 
have been expressed concerning the shortage of quality, highly skilled 
manpower in the region (Singapore and Malaysia for specialist advertising 
skills, for example, copywriting, media planning; Thailand and Indonesia 
for accounting for example, computerized MIS). Policy measures for 
human resource and technological development have been discussed. 
International tie-ups regardless of form have been emphasized as 
important for competitiveness because they are crucial avenues for 
accessing up-to-date technologies (for example, computer graphic design 
for advertising, specialist software for market research, latest practice 
methods and standards for accounting). Foreign parent firms or affiliates 
not only supply trainers and technical expertise but also financial support 
(especially for advertising agencies in Malaysia and Singapore whose 
media owners require collateral backed bank guarantees) and client 
referrals including global contracts obtained by parent firms (for example 
McCann for the worldwide Coca-Cola account). 
Whilst linkage with international firms increase competitiveness, 
participation in a network also tends to decrease the need to compete, 
because a substantial volume of trade actually occurs intra-firm, hence 
resulting in a reduction in real international competition. Further, 
arguments for policy assistance, government or elsewhere, towards export 
development or import restriction seem to be weakened by the fact that 
MALAYSIA AND ASEAN IN THE URUGUAY ROUND 199 
benefits of support programs would be shared with foreign interests. This 
necessitates further understanding on various foreign affiliations that 
range from equity ownership through technical agreements to mere use 
of a foreign name. Such an analysis is necessary for specific producer 
services industries or subsectors in order that clearer policy direction can 
be seen. 
Moreover, the degree of international competitiveness must take into 
cognizance the service product mix offered by the industry within the 
country Even amongst the top firms within a particular-service industry, 
the lines of businesses or services offered by one firm are often different 
from that of another firm; in which case they do not compete directly with 
each other. For example, HRM, the largest local Malaysian accounting 
firm, merged with Arthur Anderson recently due to the fact that their 
business strengths complemented each other, the former being strong in 
auditing and tax but weak in consultancy, and the reverse being true for 
the latter. Thus, market concentration may be less than what is apparent 
by number of firms and business volume. It may be more accurate though 
difficult to go by the broad category of services offered rather than by 
conventional industry or subsectoral type classifications. By this approach, 
ad hoc customized market research consultancy can be added to similar 
work performed by advertising agencies and by general management 
consultancy firms. Similarly, media research and public relations work 
in market research firms can be added to similar work in advertising 
agencies (and to specialist public relations firms) in order to determine 
market concentration of service activities. Any policy measures should 
take into account such product mix issues to be effective. 
Trade Barriers and Policy Considerations 
Several types of barriers to trade in professional business services among 
ASEAN countries can be identified. 
Border difficulties include those associated with movement of factors 
of production. In particular, service providing people across countries 
require visas, work permits and are subject to other immigration rules. 
Even pure cross border transaction of services embodied in goods are 
restricted primarily to protect development of local industries (for 
example, advertising production). 
A strong deterrent to establishing a long-term presence is certainly 
evident in equity ownership regulations in the region, because foreign 
participation in the share capital of a firm is limited to explicitly 
defined proportions, despite the prevalence of other forms of foreign 
involvement. However, Singapore shows an exception. 
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Import duty levied on services imported both through arm's length, 
pure cross border transaction (for example, advertising films) and 
through personal delivery by service providers relocated in the 
market (for example, market research expertise) is another deterrent 
that discourages trade. 
Border restrictions are also prevalent in foreign exchange regulations, 
government procurement rules, nationalistic requirements of language 
and in socio-economic distribution amongst ethnic, geographical and 
minority groups. 
Clearly, very important political and foreign policy decisions are 
necessary by national governments of developing countries on the 
issues outlined above. Economic analysis and justifications cannot 
by themselves guide policy directions on them because such issues 
affect national sovereignty, national aspirations of social, political 
and economic development, and even higher order issues including 
national principles enshrined in the constitution of respective coun- 
tries. 
Professional qualifications that are necessary in order to practice (for 
example, accounting) can entail a host of conditions that obstruct 
trade in professional business services. That often constitute a form 
of stringent licensing. Equalization of professional qualifications as 
well as harmonization of practice standards across countries would 
lead to more trade. 
Technical constraints that limit trade arise from several reasons. 
Firstly, technological gaps between countries producing or delivering 
of business services and those that purchase or consume them would 
hinder trade. Secondly, technical incompatibilities between the 
trading partners both at the firm level and in terms of infra-structural 
support would be an obstacle. Thirdly, difference in human resource 
abilities between trading partners would also cause difficulties. 
Most of the policy implications concerning professional requirements 
and technical deficiencies have been discussed earlier with respect to 
the need for training and human resource development. But steps 
should be taken to build a close rapport between professional bodies, 
especially of "closed" professions, and the government and agencies 
entrusted with implementing services regulation and services 
promotion. A greater understanding needs to be developed between 
the two sides. Rapid, continuous information exchanges would 
facilitate the process. Governments need to understand market and 
supply conditions of the various services on the one hand, and the 
professions need to be fully aware of the viewpoint of national 
development within the context of international relations. 
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Economic hindrances to services trade can include the weaknesses of 
domestic services production as well as the dualistic market structure. 
The smallness of the domestic market often means difficulty in 
attaining scale and scope economies necessary for cost efficiency and 
competitiveness. As a result, potential exporters would need a longer 
time to become externally competitive compared to those from other 
countries. 
The smallness of service producing units or firms coupled with low 
margin yields from a small market as well as the lack of incentives 
for new entrepreneurship can push local producers back from export, 
besides compounding the problems of smallness into a vicious circle. 
Among the relatively more developed countries of ASEAN (such as 
Singapore), other economic constraints for trade include increasing 
labour and overhead costs. The strength of their currency vis-a-vis 
weaker ones in importing countries also inhibits trade. But generally, 
the absence of effort to develop indigenous resources and the con- 
tinued reliance on foreign technological, financial and management 
support would not be conducive for trade. 
On the demand side, the shortage of export of goods bearing national 
brands severely restricts the export of necessary downstream services 
that follow the flow of tangible goods. 
Business and corporate practices in referring overseas demand to 
affiliates in the importing country in effect reduce trade except for 
intra-firm assistance or support from outside. Such intra-firm or intra- 
group behaviour stemming from technical, management, and other 
agreements constitute a barrier to trade. Restructuring of firms 
through mergers and takeovers internationally would also have the 
same effect. 
The proliferation of new or peripheral services intended as com- 
petitive tools, further serves to concentrate the market power of large 
service producers. This can reduce competition and transactions both 
domestically and internationally. With little linkage between large and 
small firms, business practices within the dichotomized market tend to 
restrain development of the industries - especially within the small 
segment - which is believed to be a pre-condition for trade. 
Earlier proposals for promotional policies through fiscal, physical, 
informational and other incentives, in order to enhance development of 
producer services units within the Malaysian context may be applicable 
to the region. Modifications are necessary to suit country conditions. For 
example, policy measures for labour abundant Indonesia and the Philip- 
pines would necessarily differ from those appropriate for labour scarce 
202 PRODUCER SERVICES DEVELOPMENT AND TRADE 
but skill abundant Singapore. The different stage of service industry 
development will be as important as the different stage of economic 
development when formulating policies. 
Towards Development Through Trade 
It has been stated early in the Uruguay Round that trade expansion would 
be a means of economic growth and development. But this external 
demand pull or international market driven approach to development is 
unfamiliar to developing countries. Internal supply push strategies that 
focus on development first followed by trade, is a more familiar strategy. 
The issues for negotiation as agreed in Montreal in 1988 appear hardly 
relevant to professional business services in the ASEAN region due to 
their scarce experience in services trade. Nevertheless, in order to prepare 
themselves for the next century when services from ASEAN would have 
great export possibilities, countries from the region need to participate 
in the multilateral rule making process. ASEAN countries should commit 
themselves towards an orderly global system for services trade by 
agreeing to certain basic principles incorporated in a mutually beneficial 
framework. An initial list of service activities member countries are 
prepared to offer to foreign access however short, should be indicated. 
Conversely, expectations and demands of ASEAN especially from 
developed trading partners should also be clearly stated. Specific details 
of requests should be permitted even after the initial agreement is reached 
on the principles of the trade framework and on the structure of its 
implementation. 
The mobility of factors of production appears to assist services 
subsectors through easier entry of foreign experts who can contribute to 
technological development. Also, freer movement of unskilled or semi- 
skilled workers from labour abundant countries (such as the Philippines) 
to labour short countries can be envisaged, if a symmetry clause is 
included, or if the reciprocity principle could be applied to entities that 
are dissimilar. Again, this area of personnel mobility requires a political 
and foreign policy decision, as it impinges on issues more than economics. 
The definition of personnel also requires clarification and agreement 
among trading partners. 
The market access of foreign firms is not regarded as that threatening 
because the biggest in the world for each of the three industries, are 
already in the region. They are thriving well despite tight equity 
conditions, professional licensing controls and restrictive government 
procurement policies. However, further relaxation in the manner of 
foreign participation must also ensure new local entrepreneurship, growth 
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and fair economic competition. The increasing proliferation of contractual 
arrangements between foreign and local partners should be studied whilst 
those benefiting both development and trade should be encouraged. 
Clear policy statements for foreign participants in services/investment 
and in trade are needed. Conditions where appropriate should be 
stipulated. 
National treatment should be accorded within the region to enhance 
the small volume of trade. Border hindrances such as local content 
specifications and tax on service imports should be reviewed. Generally, 
national treatment infringes on three areas, namely, professional quali- 
fications, licensing and standard of practice; compatibility of cultural and 
social value systems; and balance amongst diverse groups within a nation 
which may find difficulty with the principle of reciprocity. Reciprocity 
would be well accepted in principle, though in practice it is expected to 
be problematic as experienced under the United States Parity Rule (in 
Thailand and the Philippines). In order to safeguard the weak competitive 
position of locals, it is difficult to have technical and economic compa- 
rability between trading partners. Policies to define development needs 
and concessions from trading partners should be planned. Transparency 
per se is agreeable subject to appropriate time allowances for initial 
preparation. Domestic regulations need to be introduced on this. But 
problems of defining such responsibilities may be encountered in practice. 
Concessions ark needed in international negotiations, for changes of rules 
and standards necessary and inevitable for developing situations. 
Consultations on content and changes would not be feasible, though dis- 
pute settlement agreements would be useful. However, difficulties are 
expected with informal, unwritten rules and business methods in different 
countries. 
Progressive liberalization is certainly helpful for the more progressive 
ASEAN countries that are ready to export. But the region tends to be 
net importer of services. Nevertheless, irrespective of trade direction, 
consensus on the measures for level of competitiveness and the extent of 
market opening are not easy. This is aggravated by the heterogeneity of 
service activities even within subsectors. The interests of developing 
countries are constantly brought up not only for trade relation but also 
for internal regulation. Other justifications include national values, 
consumer protection and political stability. But attempts should be made 
by ASEAN countries to adopt a common front for international trade 
negotiations, given due respect for individual economic development 
objectives. Bearing in mind the development needs of subsectors such 
as training, technical assistance, networking, market knowledge, more 
practice in competitive environments and official incentives and control, 
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governments are expected to balance the gains from trade expansion on 
the one hand and protection of national development goals on the other. 
More indepth understanding of services subsectors, and intra-regional 
cooperation including through forums such as APEC (Asia Pacific 
Economic Cooperation) and the proposed EAEC (East Asian Economic 
Caucus), should be attempted. Alternative approaches to negotiation 
should be explored, even after the initial agreement is reached. 
Conclusions 
This study on producer services development and trade, based on 
developing countries within the ASEAN region (except Brunei), points 
to several conclusions. The study was largely prompted by international 
developments with respect to trade negotiations. For the first time, trade 
in services are being discussed within the framework of GATT under the 
Uruguay Round. Started in 1986, the negotiations have extended beyond 
the scheduled four years and are expected to be completed in 1992. 
Ironically, the negotiations on services proved to have progressed further 
than other sectors, notably agriculture, despite initial apprehensions. The 
myriad of uncertainties that surrounded the services trade negotiations 
began with ambiguous definitions and concepts of trade in invisibles. The 
absence of disaggregate data and theoretical understanding of services 
trade added to the uneasiness - even protests, of the developing coun- 
tries many of whom were already burdened by deficits in the invisible 
account of their balance of payments. 
Within the ASEAN region - a region that is expected to display one 
of the highest economic growth rates in the foreseeable future, the paucity 
of data and the dearth of knowledge on the services sector are undeniable. 
Singapore being the most advanced and highly service dominated city- 
state, was the only exception. Basically, Singapore enjoyed balance of 
payments surpluses from her merchandise and her services accounts (Koh 
et al. 1988, Johnson et al. 1988). Malaysia and Indonesia were heavily 
dependent on commodities and manufactured goods exports to cover the 
deficits they incurred in their imports of services (Semudram 1988). In 
recent years, they have pushed tourism exports. Thailand and the 
Philippines have been enjoying net positives in their services trade 
account. The former has in fact successfully turned tourism into one of 
their largest earners of foreign exchange, which certainly helped to reduce 
Thailand's deficits in the merchandise trade account (Buraphadeja 1988). 
Remittances from labour services exports were also very important 
(Meenaphant 1988). The Philippines however, managed to export labour 
services to the extent that remittances became the largest contributor to 
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the country's services accounts in the eighties (Lim 1988, Patalinghug 
1988). The different models found in the region should prove interesting 
for any study on services development and on trade. On the other hand, 
recommendations for the region as a whole, would not be uniformly 
applicable to, nor simultaneously relevant for every country within 
ASEAN. With these qualifications, the present study concludes with the 
following policy recommendations. 
A National Services Policy 
First, there is a definitely growing need to formulate a national services 
policy. The proposed National Services Policy should adopt a three 
pronged approach to encompass a set of Services Development Policies, 
Policies on Investment in Services and Policies on Trade in Services. 
Countries within the region, except Singapore, do not have an explicit nor 
a comprehensive national policy for their services sector that is com- 
parable to those for manufacturing or for agriculture. Unlike other 
economic sectors where specific targets were often planned or indicated 
after careful analysis, the services sector had been treated as the residual 
sector that would automatically grow in tandem with the rest. Except 
for a few pockets of crucial services, such as major final social services of 
governments, education and health services, key tradable services related 
to tourism, and intermediate services, such as finance and telecom- 
munication - where indicative directions may have been set in national 
development plans - other service activities are expected to fall in place 
somehow. The central thrust for services development remains nebulous. 
Privatisation, as a policy, has been adopted throughout the region since 
the early eighties; and undoubtedly, it bears numerous implications for 
the services sector. However, the policy impinges on only selected 
services that had been performed by the governments and their agencies 
in the public sector. Up till the present, most services supplied by the 
private sector, particularly for other producers or businesses, are initiated 
as responses to market forces. In order to hasten the development of 
services activities that are crucial for productivity and international 
competitiveness of economies within the region, it is recommended that 
every ASEAN country should seriously consider a comprehensive 
national service policy that will cover producer services, consumer 
services and public services. For consistent expansion along desirable 
future paths, a national service policy will bring about deliberate thinking 
on the sector as a whole. 
A national service policy should define the objectives and roles to be 
performed by the sector, as well as spell out the goals of regulations that 
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would affect the sector. For developing countries of ASEAN, such a 
national policy on services would be directed towards economic growth 
and national development; elevation of productivity and efficiency within 
the economy; income generation and employment effects; building 
linkages with other economic sectors; enabling socio-economic distri- 
bution among various groups in the population; improving welfare and 
cultural aspects of the nation; providing national security and individual 
protection; and so forth. The objectives of regulations would include 
strategic considerations, such as national security, national economic 
management, preservation of national culture, protection of rights of 
nationals, protection of domestic consumers, protection of privacy of 
individuals, etc. 
Services Development Policies 
Along with the unmistaken need for expansion of services activities, 
development policies should be introduced not only to promote services 
production and consumption, but to encourage growth in directions that 
will result in the optimal mix of activities. Various measures should be 
employed to guide the changing composition of the services sector. Steps 
should be taken to define services activities; establish criteria for pro- 
motion or otherwise; select services industries or subsectors for encourage- 
ment; create measures to be used as incentives, assistance and guidance; 
ensure consistency with other policies; and to monitor changes for future 
improvements. Detailed directions embodied in a plan, based on 
sufficiently comprehensive information, could possibly be drawn up for 
each of the key services subsectors or industries, in order to achieve an 
orderly expansion according to the composition deemed desirable for the 
economy. The experiences of the manufacturing sector, where national 
investment boards have proven effective, may serve as useful models for 
promoting components of the services sector. 
Priority would be given to intermediate producer services develop- 
ment, in view of the findings of this study. Much of the growth of the 
services sector in developed countries in the last few decades have been 
attributed largely to the expansion of producer services. For example, 
Japanese data shows that between 1972 and 1986, producer services 
establishments increased by 120 per cent, as compared to 22 per cent for 
consumer services and 27 per cent for public services. In addition, among 
developed economies, Japan was the largest importer of "other" services, 
which comprised mainly producer services, that were probably integrated 
into the production of other goods and services; and "this may well be 
one of the reasons contributing to Japan's strong international competitive 
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position in goods." (UNCTAD 1989). The increasing importance of 
services as components of manufacturing in the European Community 
has been documented (FAST 1986). Recent figures available for Malaysia 
show the types of important services required as inputs for manufac- 
turing, and whether they were produced in-house or externalized (Sieh 
1989). When comparing the composition of the services sector of ASEAN 
countries with those of developed economies, services that are relatively 
important in the region, such as domestic trade and public services, are 
not those that are closely associated with goods production. On the 
contrary, services that are vital for other production processes, such as 
infrastructural services and intermediate producer services, are relatively 
underdeveloped in ASEAN countries, with minor exceptions. Services 
based on information technology and telecommunication infrastructure 
would be fundamental to a host of other intermediate services, which in 
turn would support efficiency, productivity and international competitive- 
ness of other sectors. It is imperative that any services development plan 
in the ASEAN region should incorporate strategies for the growth of 
producer services. But it is recognized that "...the growth of the producer 
service sector may not occur spontaneously in developing countries, and 
action may be required to develop the service sector as means of 
stimulating manufacturing, trade, more highly skilled employment 
opportunities, and technological development through policies designed 
for this purpose." (UNCTAD 1989). 
One of the services development policies should refer to the relative 
share of responsibility for the growth of services activities. Public sector 
services, except for those already privatised, would certainly remain in 
the hands of the government. But despite the key role of private sector 
entrepreneurship in many of the new producer services, public sector 
agencies can act as catalysts, or promoters, or partners, for private sector 
decision and action. A definite part could also be played by government 
procurement practices. The purchasing itself would stimulate the 
domestic services sector. Regulations on the standards and quality of the 
service suppliers would upgrade processes of services production, 
enhance quality and efficiency, improve competitiveness and attract 
foreign investment in export oriented manufacturing. 
Policies on services development should cover the following: 
human resource development, manpower training and employment; 
priorities through assertive action on special groups, such as ethnic, 
sex, age, employment status etc; 
labour mobility in terms of both labour services exports and imports, 
as well as for skilled, semi-skilled and unskilled workers; 
telematics that involves both information and telecommunication, 
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including information flows, communication network and transborder 
data flows; 
R&D activities both within the sector and outside; 
new services activities that deserve supportive assistance, especially 
those that contribute to the strategic development of other sectors; 
location of services businesses for purposes of creating linkages; 
desired linkages with other economic sectors such as for enhancing 
productivity or competitiveness of other activities; 
mobility of consumers, both inbound of foreigners and outbound of 
nationals; 
infrastructural support, such as premises, service centres or parks, 
telecommunication and other facilities; 
administrative support, such as clear rules for government procure- 
ment, speedy project processing and approval, manner and extent of 
foreign involvement; 
administrative and legal infrastructure, probably the formation of 
divisions within ministries of trade and of industry, to implement the 
policies. 
Policies on Investment in Services 
Policies designed to promote investment in services for their development 
will not be as problematic as those for purposes of trade. Considering the 
former, appropriate policies can ensure that investments will be chanelled 
in directions that correspond to the areas of services development 
indicated above. Incentives can be given to foster formation of human 
capital, through education and training of skills required for more 
knowledge intensive jobs in the services sector. Producer services that 
are prompted by new technology, that raise productivity of manufacturing 
and agriculture, should be particularly encouraged. Promotional 
measures should also be suggested for services activities to locate in 
preferred geographical locations or in designated areas, such as service 
parks or service trade centres. Investment in service supply centres that 
cater to the growing phenomenon of "externalization" should be 
encouraged in order to hasten intersectoral linkages. Small and medium 
size service enterprises, which may be regarded as one of the groups that 
deserve special attention and which are expected to play a significant 
intermediary intersectoral role, will face constraints due to their size. 
Policies are necessary to alleviate their peculiar problems, to smoothen 
their growth and business development. 
Direct public sector investment for the provision of appropriate 
physical facilities, such as communication infrastructure, would be ex- 
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tremely important for upgrading information of information-based 
services, and to increase productivity, quality and competitiveness of 
knowledge intensive service industries. A policy to establish R&D 
facilities in the public sector, for services industries, would contribute 
directly to the enhancement of quality and services innovation through 
standards improvement. Incentives to promote private sector R&D will 
gradually shift such activities to the private sector as services industries 
expand. 
A clear policy on foreign participation in terms of equity capital, 
management, and various technical and management agreements, is 
definitely needed. Among ASEAN countries, the services sector in Indo- 
nesia is almost closed to foreign investment. Thailand and the Philippines 
allow only minority foreign ownership in service businesses, except those 
already there under the United States Parity Rule after the Second World 
War. Malaysia is opened to foreign investors even in services, provided 
certain national social restructuring goals are complied with and in order 
to qualify for concessions. Singapore is the most liberal because services 
firms are encouraged to invest in the country. However, on closer 
examination, several subsectors or services industries are not that accessi- 
ble, even in Malaysia and Singapore. For example, most financial services 
subsectors are difficult to enter, with exceptions such as insurance and 
reinsurance. Telecommunication is still very much under state control, 
despite privatisation of anxilliary services. Shipping and air transport are 
also dominated by national lines or are under state control. Numerous 
crucial services are still provided by the public sector. It appears that the 
only areas open to foreign service suppliers are activities classified under 
"others", where private sector suppliers cater to either final buyers or to 
intermediate, business buyers. For various reasons, the latter category, 
comprising producer services, would be of greatest interest to foreign 
investors. But, service industries operated by closed professions, such as 
medical, legal, accounting, engineering, architecture, etc would require 
revision of rules of regulatory authorities installed by the government and 
those of professional bodies. In services that are opened, foreign invest- 
ment would be possible. 
Notwithstanding the present situation, changes may take place in 
future for more foreign participation in the services sector. Policies on 
foreign investment in services are particularly important because despite 
the theoretical distinction between trade in services and investment in 
services, in practice the difference is blurred. A foreign presence for 
reasons of trade, effectively implies that some form of foreign capital 
would be committed even in setting up an office in order to effect services 
delivery. The obstacles encountered by foreign service providers in 
210 PRODUCER SERVICES DEVELOPMENT AND TRADE 
establishing a commercial presence in importing countries which 
necessitates investment, are considered trade barriers to services trade. 
Thus, a policy must be made on trade related investment in services, as 
opposed to foreign investment in the services sector per se. Apart from 
the general policy on the role of foreign direct investment, guidelines on 
transnational corporations in the supply of services and in services sector 
development should be spelt out. Approval of foreign participation 
should be required irrespective of whether promotional incentives have 
been requested. 
Conditions for foreign involvement should include explicit share of 
business for export markets, percentage of budget for training, specified 
stages or time frame to effect technology transfer, R&D requirements for 
relevant industries, and their contribution to the information and data 
network of the host country. Other regulations for economic and adminis- 
trative reasons, such as immigration and entry visas, should not be overly 
burdensome to hinder foreign investors that are recognized as important 
contributors to services development. For example, foreign service 
suppliers should be allowed to deliver their services in the importing 
country at least for specified purposes and within time limits. Reciprocal 
arrangements should be permitted for different types and skill levels of 
service providers, within the industry or in other subsectors. 
Policies on Trade in Services 
Developing countries, including those in the ASEAN region, have exper- 
ienced the benefits derivable from the export of certain services, such as 
tourism and labour services. Their effects on income, foreign exchange 
earnings and the balance of payments are well known. However, in view 
of global changes and the pressure of trading partners for greater market 
access, a set of comprehensive policies on trade in services is required. 
Its scope should cover exportable services, importable services and 
promotive as well as regulatory measures that are consistent with those 
for services development. 
Based on the competitive structure of different service industries in 
different countries, strategies of services export will be dependent on a 
host of factors: the level of development and readiness to export to 
regional markets or to international markets (for example, Singapore's 
export of airport and seaport consultancy to other developing countries); 
the capability and capacity to extend services originally intended for 
domestic markets to a bigger export market (for example, engineering 
services for palm oil estate development exported from Malaysia to 
Indonesia and Thailand); the potential creation of a niche market due to 
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technical, geographical, and administrative reasons (for example, as a 
centre for particular service industries for the region - advertising in 
Hong Kong, ship repairing and corporate headquartering in Singapore); 
the advantages of language and cultural affinity that permits easier export 
market penetration (for example, certain financial services among Islamic 
countries on the basis of religious values); the ability to meet the needs 
of other countries without similar facilities (for example, English language 
based tertiary educational services offered by the Philippines and Singa- 
pore for students from other developing countries, Malaysia's organi- 
zation of the annual pilgrimage travel to Mecca being sought after by 
foreigners who did not have such facilities in their own country). 
Export support measures that are familiar to developing countries for 
goods can be adapted for services. They include strategies based on tax 
concessions, export financing or guarantee schemes, lower tariffs - or 
duty free import - of equipment necessary to produce those services, 
provision of information on prospective export markets or linkups with 
potential overseas buyers, facilities for output testing and quality 
assurance, government established trading companies through which 
trade can be channeled, government facilitation through bilateral or 
regional trading agreements and other trade related infrastructural 
assistance. However, the mode of service delivery has to be taken into 
account when designing promotional incentives for services export. 
Where service provider mobility is necessary to deliver the services, 
regardless of skill level, border entry and work permit difficulties are real 
barriers to trade. For services exports that are dependent on consumer 
mobility, such as tourism and education, problems of travel or exit taxes 
and exchange rate differences are sometimes encountered. The issues of 
mobility of capital and information across border, may not be as important 
for developing countries as developed countries, because the former have 
yet to reach the level of development to be concerned with investing 
abroad in general, with minor exception (for example, Singapore). But 
for ASEAN services that are potentially exportable, besides market access, 
the most difficult problems are those associated with services production 
capability in terms of technical quality. Most services industries need to 
attain higher levels of efficiency, and to improve on productivity and 
quality, in order to be sufficiently competent as well as competitive by 
world standards. It is prudent to pay more attention to strategies for 
services development. Nevertheless, it is timely to plan policies on 
services export, other than conventional tourism and labour services. 
Higher order market goals should be set, and motivators to achieve them 
should be incorporated in the services development plan, in order that 
industries can be spurred towards a meaningful vision of the future. 
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Services import policies, other than those for general investment and 
immigration, have received even lesser attention than policies for services 
export among developing countries. However, the urgency of reducing 
deficits in the invisible accounts are recognized. In some ASEAN coun- 
tries, balance of payments positions and exchange rate policy have given 
rise to certain import restrictions on travel and tourism. For example, 
the Philippines, Thailand and Indonesia impose heavy exit taxes on 
nationals to discourage foreign travel. Until recent deregulation of the 
financial sector, difficulty in buying foreign currency has been another 
deterrent in those countries. However, despite the hindrances to foreign 
investment in services that have been noted above, there is virtually little 
obstacle to import of services. Earlier data has shown that ASEAN coun- 
tries are dependent on numerous services from foreign suppliers. But 
much of the imports that are non-factor transactions, are either cross 
border trade (such as shipping, insurance), or are delivered by movement 
of consumers to exporting countries (such as education, travel). Imports 
of services effected by foreign service providers in the region are expected 
to grow, especially for knowledge intensive services. Factor transactions 
other than those arising from investment income and debt servicing, will 
probably increase due to the import of foreign expertise. Many new legal 
modes of foreign services supply may emerge regardless of whether they 
are considered as investment or trade (such as those found in the survey 
in Malaysia). Again, the conditions for foreign participation discussed 
above, based on the rationale of fostering development of indigenous 
services industries, should apply. In other words, policies should be 
formulated for access to services markets through either investment or 
trade, with the objective of building a stronger service sector in as short 
a time as possible. For such policies, a detailed understanding of the 
demand and supply of services in the national economy is necessary. 
More research is urgently needed to keep pace with global developments 
of key producer services. Deeper and comprehensive knowledge of the 
services sector is crucial for development policy decisions of national 
governments. For one of the fastest growing regions in the world, it is 
critical that more will be known for the next round of multilateral trade 
negotiation on services. 
This study started with the intention of adding knowledge on services 
in the ASEAN region. The single most important conclusion is that 
countries in the region have a great need to accord high priority to the 
development of their services sector, especially to intermediate producer 
services, which have remained fairly insignificant in their trade until now. 
It is imperative that developing countries involved in trade negotiations, 
concentrate on how to garner benefits from the participation and presence 
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of foreign service providers for the development needs of their countries. 
The development of indigenous or local enterprise and expertise within 
those service industries, in a manner acceptable to both foreigners and 
locals should be encouraged. This necessitates control of foreign in- 
volvement, such as through reasonable conditions for different modes of 
market access on the one hand, and strict discipline of local service 
industries who will be beneficiaries of promotional incentives on the other. 
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